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Dear Partner, 


As | look back on our results for 2005, I'm not pleased. 
In this business, in fact in any business, we create our 
opportunities, and we create our problems. No excuses. 
Yes, external factors existed — the continuation of the 
war, high energy costs, hurricanes — and they impacted 
customers to some degree, but at the end of the day, 
we just didn't execute as we should have. 


| believe much of it's now behind us. Today, | see 
encouraging signs throughout the business. We are 
making progress, and applying the lessons learned 
from the past twelve months. 


Victoria's Secret's 2005 sales increased 5% and 
operating income increased 11%. PINK was a major 
driver of this growth, with almost $500 milion in sales 

in its first full year — quite impressive. This past Fall, we 
tested an expanded PINK assortment in about 40 stores 
with very strong results. We are adding stores to the test 
this Spring and will focus on further growth in this 
important sub-brand. 


Victoria's Secret continues to be one 
of the most recognized brands in the 
world, and it leads the bra category. 
Bra sales achieved significant growth 
over last year, driven by the most 
successful bra launch in the brand's 
history - IPEX. The revolutionary 
technology behind this bra was awarded a U.S, patent, 
and it's this kind of innovation, coupled with understanding 
customers’ needs, that continues to drive Victoria's 
Secret's growth. 


Victoria's Secret Direct had an outstanding 2005 - 
sales were up 10%, and the internet channel continues 
to grow as a percentage of the business. The Holiday 
period in particular was excellent. The efforts of 

Sharen Turney and her team to drive sales during the 
last-minute Christmas rush reaped significant dividends 
in sales and profit, and reflected a better understanding 
of the Victoria's Secret gift customer, 


Victoria's Secret has been successful in defining what 

is sexy and glamorous for women and bringing it to life 
with sub-brands like Body by Victoria, Very Sexy, Angels 
and Sexy Little Things. Powerful introductions like IPEX, 
Secret Embrace, PINK and Intimissimi allow for more 
growth, and even stronger sub-brand growth. 


Even though the past year was one of change at 
Victoria's Secret Beauty, with a new leadership team 
and the consolidation of their store sales force with 
lingerie, we are clearly building the foundation to grow 
a billion dollar beauty business to a multi-billion dollar 
beauty powerhouse as fast as possible. 


Bath & Body Works had a good year, not a great year. 
Still, there were some notable highlights. The launches 
of C.O. Bigelow, Breathe, American Girl and the 

Dr. Pat Wexler dermatological skincare line — probably 
the most popular skin care product conceived by 

a doctor — were all successful. Products like these 

are building a foundation for Bath & Body Works' 
transformation into a world-class body care product 
destination. This year we will apply more focus to all 
existing brands —refining the assortments, educating 
our customers about their benefits, promoting trial 

and exploring new channels of distribution, including 
BathandBodyWorks.com, which was successfully 
launched in time for the Holiday season. 


As we've experienced with Victoria's Secret, the internet 
continues to grow as an additional shopping venue, and 
| believe it represents a key area of growth for Bath & 
Body Works. The Limited Brands Direct team was able 
to launch the BBW site in record time, and at a fraction 
of the original cost estimates. Terrific partnership with a 
great sense of urgency. 


We also opened six new C.O, Bigelow stores this past 
Fall. These stores represent the best in personal care 

Products — both from our own brands and third parties, 
and they give us an important additional growth format. 


We upgraded our talent and capabilities in the area 

of home fragrance with the acquisition of Slatkin & Co. 
early last year. Harry Slatkin is best known in the industry 
for his line of superior quality candles and home fragrances, 
including Elton Rocks, Slatkin and C.Z. Guest. Harry first 
turned his attention to the successful Perfect Christmas 
line this Holiday, and is now improving the Henri Bendel 
and White Barn New York candle brands with his high- 
fragrance, superior-burning formulas. 


In apparel, | began to see progress toward the end of 2005 
as Jay Margolis’ impact was being felt at Express. Our 
efforts to establish Express as a sexy fashion brand are 
working, Men and women are responding to the improved 
assortment, sales and traffic are increasing, margins are 
improved. I'm confident that Express is on the right track, 
building a foundation for the brand, so that results will 
continue to improve in 2006. Express has found their 
customer and now needs to get closer to them. 


Our current focus is on making the apparel business — 
both Express and The Limited — profitable, and to 
position them for sustained profitable growth. 


| am truly enthusiastic about 2006 and the momentum 

| see in our business. Our number one priority is merchant 
activities — staying close to the customer and anticipating 
their needs and wants. We are focused on supporting 
our merchants so that they can spend more time with 
our customers and provide us with real insights about 
them. We continue to focus on innovative product ideas, 
whether they come from inside or outside the organization, 
We have the brands, talent and capabilities to achieve 
significant growth. 


I'd like to close by thanking all of our associates for their 
hard work, support and, importantly, their generosity. 

I'm extremely proud of the way our associates give back 
to their communities. There are numerous examples: 
$12 million raised for United Way, gifts provided for tens 
of thousands of people through our Mother's Day and 
Holiday Giving Tree programs, thousands of volunteer hours 
helping young children learn to read and contributions 
of hundreds of thousands of dollars to help associates 
impacted by Hurricane Katrina. 


Finally, | want to thank you, our shareholders, for your 
continued partnership. 


Best regards, 
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PARTI 
ITEM 1, BUSINESS, 


FORWARD-LOOKING STATEMENTS. 


“The Company cautions that any forward-looking statements (as suc term is defined inthe Private Securities 
Litigation Reform Act of 1995) contained inthis report made by the Company or management ofthe 
‘Company involve risks and uncertainties and ae subject to change based on various important factors, many of 
Which are beyond our control. Acconingly, the Company's future performance and financial results may difer 
materially from those expressed or implied in any such forward-looking statements. Words such as “estimate,” 
"projet," “plan,” “believe,” “expect.” “anticipate” “intend "“planned.” “potential” and similar expressions may 
‘lemity forward-looking statements. 


‘A number of important factors could cause the results of the Company to difer materially from those indicated 
by such forward-looking statements, inlading those detailed under the heading, "Risk Factors” in Part, 
em 1A, 


GENERAL. 


Limited Brands, tne (the "Company" operates the highly competitive specialty retail business inthe United 
‘Sates. The Company sells women’s intimate apparel, personal cae nd beauty prxicts and women's and men's 
pprel. The Company sells merchandise att eal stones (primarily mallhased) and though direct response 
‘hannel (catalogue and e-commeree). 


DESCRIPTION OF OPERATIONS. 
Genera, 


‘As of January 28, 2006, the Company conducted its busines in twee primary segments: Victoria's Secret, 
Bath & Body Works and Apparel. The Victoria's Secret segment derives is revenves from sales of women’s 
lnvimate and ether apparel, beauty pxlcts and accessories marketed primarily under the Victoria's Secret brand 
name. Victoria's Secret merchandise is sold through retail tres and direct channels (catalogue and 
‘-commerce). The Bath & Body Works segment derives is revenues from the sae of personal cae, beauty and 
‘home fragrance products marketed under the Bath & Body Works, C0. Bigelow and White Barn Candle 
‘Company brand naes, as wel as from sales of products under thind-party brand names. Bath & Bowly Works 
merchandise iy sol at retail stores and on-line. The Appel segment derives its revenues from sas of women's 
‘and men’s apparel through Express and Limited Stores. 
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(a) Represents Lane Bryant sores at August 16,2001, the date of sale to a third-party. 
(b)_ Represents New York & Company (formerly Lemer New York stores at November 27, 2002 the date of 
sale a thid-party. 


‘The Company alo owns Mast Industries, nc: (Mast, an apparel importer which isa significant supplier of 
merchandise for Viciora's Secret, Express and Limited Stores. Mast also has $S64 milion of extemal sles 10 
‘hir-purtes in 2005 and its operating results are included in the Other segment. For additional information, see 
Note 1410 the Consolidated Financial Statements incloded in Hem 8. Financial Statement and Supplementary 
Data 


During fiscal year 2005, the Company purchased merchandise from over 1,000 suppliers located throughout the 
‘world. In ation 1 purchases through Mast, the Company purchases merchandise directly i foreign markets 
‘and inthe domestic market. Exchiding Mast, no supplier provided 10% or more of the Company's merchandise 
purchases 


“Most of the merchandise and elated material forthe Company's stores are shipped tothe Company's 
stitution centers in the Columbus. Ohio area In connection withthe distribution of merchandise, the 
‘Company uses a variety of shipping term that result in the transfer of tide wo the merchandise at either the point 
‘of origin or point of destination 


“The Company's policy is to maintain sufficient quantities of iaventory on hand in its retail sores ad disbution 
centers 0 that it can offer eustomers an appropriate selection of current merchandise. The Company emphasizes 
‘rapid turnover and takes markdowns as required to heep merchandie fresh and current with fashion tends 


‘The Company's operations are seasonal in nature and consis of twa principal selling seasons: Spring (te fist 
‘and second quarters) and Fall the third and fourth quarters). The fourth quarter, including the holiday season, 
counted for approximately one-thid of net sles in 2005, 2004 and 2003, Accordingly, cash requirements are 
highest in the tied quarter as the Company's inventory builds in advance ofthe holiday Season. 


‘The Company and is products are subject to regulation by various Federal, state local and international 
‘regulatory authorities. The Company is subject to a variety of customs regulations and international trade 
arrangements, 


‘The Company's trademarks and patents, which constitute its primary intellectual property, have been registered 
‘orate the subject of pending applications in the Unite States Patent and Trademark Office and with the 
‘repities of many foreign countries andr are protected by common law. The Company believes tha it 
‘roduc and services ate hemi by is intellectual property and, Us, is intelectual propery is of significant 
value. Accordingly, we intend to maitain cur iellectual property and related registrations and vigorously 
‘protect our intellectual property assets agains infringement 


‘The following isa brief description ofeach of the Company’ Brand businesses: 
Victoria's Secret 
Victoria's Sccret i leading specialty retailer of women’s inmate and ther apparel and beauty pros, 


Victoria's Secret had net sales of $4.448 billion in 2008 and operated 998 stores nationwide. Through its 
«catalogue and website, www. VictonasSccret.com, certain ofits prsicts may he purchased worldwide. 


‘ath & Rody Works 
Bath & Boxy Works i leading specialty retailer of personal ear, beauty and home fragrance products, Bath & 
Body Works, which also operates C:0, Bigelow and the White Barn Candle Company, had net sales of $2288 
‘ilion in 2005 and operated 1,555 stores nationwide. Through is website, www bathandbexdyworks.com, eral 
‘ofits prsdets may he purchased worldwide. 


Apparel Rusinesses 
Express isa specialty retailer positioned a a young. sexy and sophisticated designer brand for both work and 
‘casual wear among fashion forward women and men. Express had net sales of S1.794 bili in 2005 and 
‘operated 743 stores nationwide, 


Limited Stores isa mall-based specialty store retailer. Limited Stores” strategy is focus on sophisticated 
‘sportswear for modern American women. Limited Stoves had net sales of $845 million in 2008 and operated 292 
‘stores nationwide. 


Other 
Henri Bendel operates specialty stores in New York, New York and Columbus, Oo which feature fashion and 
personal care prxiucts for sophisticated, high-income women. The busines had net sales of $40 milion in 2005. 


Additional information about the Company's busines, including is revenves and profits forthe lst three years 
‘and selling square fotage, is set forth under tem 7. Management's Discussion and Analysis of Financial 

‘Condition and Results of Operations, Fo the financial results ofthe Company's reportable operating segments, 
‘see Note 4 to the Consolidated Financial Statements in lem 8. Financial Statements and Supplementary Daa, 


COMPETITION. 


‘The sale of intimate apparel, personal care and beauty roaucs. and women’s and men’s apparel through retail 
‘stores is a highly competitive busines with numerous competitors incloding individual and chain fashion 
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specialty stores, department stores and discount reales. Brad image, marketing. fashion design, price service, 
faxhion assortment and quality are the principal competitive factors in etal stone sales. The Company's direct 
‘response busineses compete with numerous national and regional catalogue and e-commerce metchandises 
Image presentation, fulfillment and the factors affecting retail store sales discussed above are the principal 
‘competitive factors in catalogue and e-commerce sales. 


‘The Company is unable to estimate the number of competitors os feative competitive positon due to the large 
‘number of companies selling intimate apparel personal care and beauty products, and women’s and men's 
apparel though etal stores, catalogues and e-commerce. 


ASSOCIATE RELATIONS, 


‘On January 28, 2006, the Company employed approximately 110,000 associates, 92,000 of whom were pat- 
‘time, In ado, temporary associates are hired Juring peak periods, such asthe holiday season, 


AVAILABLE INFORMATION. 


‘The Company's annual reports on Form 10-K. quarterly reports on Form 10-0, curent reports on Form 8-K, 
amendments to those reports and code of conduct are availa ice of charge, on the Company's website, 
www. LimitedBrands.com, These reports are available as soon as reasonably practicable afler such material is 
lectronically filed with or furnished to the Securities and Exchange Comission, 


ITEM 1A. RISK ACTORS. 


‘The following discussion of rsk factors contains “forward-looking statemen’s.” as discused in em 1. These 
risk factors may be important to understanding any statement in this Form 10-K, other Figs oi anyother 
discussions of the Companys business. The following information should be readin conjunction with tem 7 
Management's Discussion and Analysis of Financial Conition and Results of Operations ("MDMA"), and the 
‘consolidated Financial statements and elated notes inch i tis rept. 


{Im addition to the other information set fort in his report, the reader should carefully consider the following. 
factors which could materially affect the Company's business, financial condition or future results. The risks 
described below are no the only risks facing the Company. Additional risks and uncertainties not curently 
‘known or that are currently deemed tobe immaterial may also adversely affect the busines, Financial condition 
and/or operating results ofthe Company i a materi way. 


‘The Company's revenue and profit results are sensitive to, and may be adversely affected by, general 
‘economic conditions, consumer confidence and spending patterns. 

‘The Company's growth, sales and profitability may be adversely affected by negative lca, regional, national or 
imerational ptitical or economic trends or developments that reduce the Consumers’ ability or willingness to 
‘spend nchading the effects of national and international security concems such as war, terorim or te threat 
‘thereof, Purchases of women’s and men's appar, women's intimate apparel, personal care and beauty products 
and accessories often decline during periods when economic or market conditions are unsettled or weak. In such 
circumstances, the Company may increase the numberof promationa sales, which would further adversely affect 
its profitably, 


“The Company's net sles, operating income and inventory levels uctuate on a seasonal basis. 
‘The Company experiences major seasonal fluctuations in its net sales and operating income, with a significant 
portion oft operating income typically realized during the Fourth quate holiday season. Any decrease in sales 
‘or margins during this period could have a disproportionate effect on the Company's financial condition and 
results of operations, 


‘Seasonal actuation also affect the Company’s inventory levels since it usually orders merchandise in advance 
‘of peak selling periods and sometimes before new fashion trends are confirmed by customer purchases. The 
‘Company mast cary a significant amount of inventory. expecially before the holiday seavon selling period. I the 
‘Company isnot successful in sling inventory daring the holiday period it may have o sel the inventory at 
significantly reduced prices ot may not be able 1 sel the inventory at al, which in each case may further 
adversely affect proitabi 


‘The Company may be unable to compete favorably in its highly competitive segment ofthe retall industry. 
“The sale of itimate and other appare, personal care products and accessories is highly competitive, The 
‘Company competes for sales witha broad range of other retailers. inching individual and chain fashion 
specialty stoves, department stores and discount retailers. In ation to the rational store-hsed retallers, the 
‘Company also competes with dircet marketers that sll similar ins of merchandise and who target customers 
‘through catalogues and e-commerce. Direct marketers als inclu traditional store-base retailers lke the 
‘Company who are competing i the catalogue and e-commerce distribution channels. The Company's tect 
‘response busineses compete with numerous sational and regional catalogue and e-commerce merchandiser, 
Brand image, marketing, fashion design, price, service, quality, image presentation and fulfllment are all 
‘competitive factors in catalogue and e-commerce sales 


‘Senne ofthe Company's competitors may have greater financial, marketing and other resources available 
‘them. In many eases, the Company's primary competitors sell their products in department stores that are Focaed 
inthe same shopping malls as the Company's sores. ln ation vo competing for sles, the Company competes 
for favorable sit locations and lease terms in shopping mals 


Increased competition could result i pice reductions, increased iarketing expenditures and loss of market 
share, any of which could have a material adverse effect onthe Company's financial condition and results of 
‘operations 


‘The Company may not be able to eep up with fashion trends and may wot be uble to lunch mew product 
lines successfully. 

‘The Company's secess depends in part on managements ability to effectively anticipate and respond 1 
hanging fashion tastes and consumer demands and wo translate market ends ito appropriate, saleable prvivt 
“offerings far in advance ofthe actual time of sale to the customer. Customer tastes and fashion tends change 
"rapidly. the Company is unable wo soecessflly anticipate dcoify or react to changing syle or trends and 
imisjudges the market fr its products or any new presuct ines. the Company's sales willbe lower and it may be 
faced with a significant amount of unsol Finished goes inventory. tn response, the Company may be forced to 
increase its marketing promotions or price markdowns, which could have a material adverse effet on its 
‘asiness. The Company's brand image may alo suffer if customers believe merchandise misjudgments incate 
‘thatthe Company is no fonger able to identify and offer the latest fashions. 


‘The Company may lose key personnel. 
‘The Company believes that it has benefited substantially from the leadership and experince of its senior 
ecutive, including Leslie H. Wexner (its Charman ofthe Beant of Direcors and Chief Executive Officer). 
‘The loss ofthe services of any of these individuals cold have a material adyerse effect on the business and 
prospects ofthe Company. Competition for key personne in the retail industry i intense and the Company's 
Future success will also depend nits aility Wo ese. trsin and retain ether qualified personnel 


‘The Company's manufacturers may be unable fo manufacture and deliver products in a timely manner or 
‘meet quality standards. 


‘The Company purchases appre! through its wholly-owned subsidiary, Mas. an apparel importer, through ter 
contract manufacturers and importers and directly fom third-party manufacturers. Personal cre, fragrance and 
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‘beauty procts are also purchased through contract manufacturers and importers and directly from third-party 
‘manufgctures. Similar to most other specialty retailers, the Company has narrow sales window periods for much 
‘ofits inventory, Factor outside the Company's contr, such as manofacturing r shipping delays or quality 
‘problems, could disrupt merchandise deliveries and result in lst sales, cancellation charges or excessive 
markdowns which could have a material adverse effect on the Company's financial condition and results of 
‘operations. 


‘The Company relies significantly on foreign sources of production. 
‘The Company purchases appre! merchandise directly in foreign markets and inthe domestic market, some of 
Which is manufactured overseas. The Company does no have any material long-term merchandise supply 
‘contracts and many ofits imports are subject toa Variety of customs regulations and international trade 
arrangements, including existing or potential dates, ais or quotas. The Company competes with ober 
‘companies for production facilities and wmport quota capacity 


“The Company abo faces a variety of other risks generally associated with doing business in foreign markets and 
Importing merchandise from abroad, suchas: 


political instabiys 

+ imposition of new tegisation or ules eating ¥ imports that may limit the quantity of gos which may be 
imported ito the United States from countries i a particular region: 

“+ linposition of dates, tates and other charges on imports; 

‘+ currency and exchange risks; 

+ toca business practice and political issues, nclodingisues relating to compliance with domestic oe 
‘ternational labor standards which may elt in adverse publicity: 

+ potential delays or disruptions in shipping and related pricing impacts: and 

‘+ disruption of imports by labor disputes. 

‘Now initiatives may be proposed that may have an impoct on the trading status of certain countries and may 


Include retaliatory duties or othe trade sanctions which, if enacted, would init ot reduce the products purchased 
from suppliers in such counties. 


{mn addition, significant health hazards or environmental or natural disasters may assur which could have a 
‘negative effect om the economies, financial markets and basiess activity In particular the ovtbecak of avian 
influenea and concerns over its spread throughout Asia and eewlere could have a negative effet on the 
‘economies, financial market and business activity in Asia and elsewhere. The Company's purchases of 
merchandise from these manufacturing operations may te affected by this isk. 


‘The future performance ofthe Company will depend ypon these and the ater factors listed above which are 
‘beyond its contol. These factors may have a material adverse effect on the busines of the Company, 


‘The Company depends on a high volume of mall traffic and the availability of suitable lease space. 
“Many ofthe Company's stores are locate in shopping malls. Sales at these stores are derived in par, fom the 
bigh Volume of traffic in those mals. The Company's stores benefit from the ability of the mall’ “anchor” 
tenants, generally large department stores, and other area attractions to generate consume traffic in the vicinity 
‘ofits stores andthe continuing popularity of malls a shopping destinations. Sales volume and mull trafic may 
bbe adversely affected by economic downturns ina particular area, competition from noa-mall retailers and other 
malls where the Company does not have stores and the closing of anchor department stores. In addition, a decline 


in the desirability of the shopping environment in a particular mal, a decline i the popularity of mall, 
‘hopping among the Company's target consumers, would adversely affect its business. 


Part of the Company's future growth is significantly dependcat on its ability to operate stores in desirable 
Jocations with capital investment and lease costs that allow the Company to earn a reasonable return, The 
‘Company cannot be sure as to when of whether such desirable locations wil become aailale al reasonable 
costs 


Increases in costs of mailing, paper and printing may affect the Company's business. 
Postal rate increases and paper and pining costs will affect the cost ofthe Company's order fulfillment and 
«catalogue and promotional mailings. The Company relies on discounts frm the hasic postal ate structure, sh 
as discounts for bulk mailings and sorting, Future per and posal ate increases could adversely impact the 
‘Company's earings if twas unable to pass such increases dretly onto its customers of by implementing mone 
ficient proting. mailing delivery and order fulfillment systems. 


"The Company's stock price may be volatile. 
“The Company's stock price may fluctuate substantially as result of quarter to quarter variations in the actual or 
nteipaed Financial results of the Company or othcecosypanics in the retail industry markets served by the 
‘Company. In adlition, the stock market has experience price and volume fluctuations that have affected the 
market price of many retail and other socks ad that have often been unrelated or disproportionate tothe 
‘operating performance of these companies, 


‘The Company may be unable to service its debt 


"The Company may be unable Wo service the debt drawn wader its ret faites andr any other debt it incurs. 
‘Additionally, the agreements relate to such debt requite the Company to maintain certain financial ratios which 
limit the total amount the Company may borrow. and also protibit certain types of Hens on property or assets 


“The Company is implementing certain changes tos IT systems that may disrupt operations, 

“The Company is currently implementing modifications and pads to the information technology systems for 
nerchandise, distribution and support systems, inching finance. Modifications involve replacing legacy 
‘ystems with successor systems, making changes to legacy systems oF acquiting new systems with new 
unctionaiy. The Company is aware of inherent risks associated with replacing these systems. including 
‘ecurately capturing data and system disruptions. The launch ofthese success system wil take place i & 
‘phased approach over an approsimate thee year period that began in 2008. fnformnation technology system 
disruption, if at anticipated and appropriately mitigated, could have a material adverse effect onthe 
‘Company's operations. 


‘The Company's results can be adversely affected by market disruptions. 


“Market disruptions de to severe weather conditions, health hazard, terrorist activities or the prospect ofthese 
events can affect consumer spending and confidence levels and adversely affect the Company's resus of 
‘prospects in affected markets The receipt of proceeds undcr any insurance the Company maintains fr these 
‘purposes may be delayed or the proceeds may be imafciet to fly offic ts lowes, 


ITEM 1B, UNRESOLVED STAFE COMMENTS. 
Not applicable, 


ITEM 2. PROPERTIES. 
‘The Company's business is principally conduct from office, distribution and shipping facilities located inthe 
Columbus, Ohio area. Additional facilites are located in New Yerk, New York: Kettering, Ohio; Rio Rancho, 
[New Mexico: Paramus, New Jersey and Hong Kong. The Company also operates small soucing-related office 
facilites in various foreign locations. 


‘The distribution and shipping facilities owned bythe Company consist of seven buildings located in the 
Columbus, Ohio area. These buildings, including attached office space. compese approximately 6.1 million 
square feet. 


‘The Company's retail stores ae located in lease facilities, primarily in malls and shopping centers throughout 
‘the continemal United States. A substantial portion ofthese ease commitments consist of stre leases generally 
With an intial term often years. The leases expire at various dates between 2006 and 2021, 


‘Typically, when space is lease fr a retail store ina shopping center, all improvements, nclding interior walls 
oor, ceilings, fixtures and decorations, are supplied by the Company. The cost af improvements varies widely, 
‘depending onthe design size and location ofthe store, In certain cases, the landlord ofthe property may provide 
‘a construction allowance to fund allo a portion ofthe cost of improvements serving as a lease incentive, Ret 
‘erm for new locations usualy include a five miniqnum rent plus a percemage of sles in excess ofa spoefied 
amount. Certain operating costs such as common area maintenance, ities, insurance an taxes are typically 
‘paid by the Company. For addtional information, see Note 6 to the Consolidated Financial Statements in Hem % 
Financial Statements and Supplementary Dat. 


ITEM 3, LEGAL PROCEEDINGS. 


‘The Company isa defendant ina varity of lawsuits arising inthe ondinary course of business Pam may 
‘seek to recover large und yomstimes unspecified amounts or ater types of reli and some matters may remain 
‘unresolved for several years. Although is no posible to predict with certainty the eventual outcome of any 
litigation, in he opinion of management, the Company's legal proceedings are not expected 1 have a materi 
adverse effect onthe Company's financial postion o results of operations. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS, 
Not applicable 


‘SUPPLEMENTAL ITEM. EXECUTIVE OFFICERS OF THE REGISTRANT. 
‘Set forth below is certain information regarding the exccutve officers ofthe Company. 


Leslie H. Weaner, 68, hus been Chairman ofthe Board of Directors of the Company for more than twenty years 
and its Chet secutive Offer since he founded the Company in 1963. 


Leonard A. Schlesinger, $3, has been member of the Board of Directors ofthe Company since 1996 and 
‘necame Group President of Beauty and Personal Car in January 2008 and Vice Chairman and Chief Operating 
Officer ofthe Company in February 2003. Dr. Schlesinger was Executive Vice President and Chief Operating 
‘Office fom March 2001 until February 2003 and Exceative Vice President, Organization, Leadership and 
Human Resources from October 1999 wtil March 2001, 


Y. Ann Hailey, 55, has been a member ofthe Board of Directors of the Company since 2001 and has been 
Executive Vice President and Chief Financial Officer ofthe Company since August 1997. Ms, Hailey resigned 
from the postion of Chief Financial Officer effective no later than April 28, 2006 at which time she will assume 


the position of Executive Vice President, Corporate Development. The Company’ anticipates naming a successor 
at or before the time of Ms. Haley's transition into her new role nthe event that a successor isnot named by 
‘that time, Marty R. Redgrave, Executive Vie Presidcat and Chief Administrative Officer, will assume the 
responsibilis of Chief Financial Officer in ation to his current duties wnt a successor is named. 


Martyn R. Redgrave, $3, has been Executive Vie President and Chief Administrative Officer of the Company 
since Mareh 2008, 


Jay M. Margolis, 57, has been Group Presiden of Apparel forthe Company since March 2008, 


“Mark A, Girei 48, has been Senior Vie President, Chief Stores Officer since December 2001, Mr. Giresi was 
View President, Store Operations rom February 20) until December 2001. 


‘Sandra L. West, 82, has been Executive Vice President, Human Resources ofthe Company since Api! 2003, Ms. 
‘West was Senior Vice President of Human Resources from April 2002 40 Apri 2003, In March 200, Ms, West 
announced er intention wo retire fom the Company effective May 1, 2006, 


Allof the above officers serve at the discretion ofthe Boar of Directors of the Company and are mermbers of the 
Limited Brands Executive Commitee, 


PARTI 
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES. 

‘The Company's common stock (“LTD”) is traded onthe New York Stock Exchange. On January 28, 2006, here 
‘were approximately 7,000 shareholder of rcond. However, including active associates who participate inthe 
‘Company's stock purchase plan, associates who own shares through Company-spoasored reliement plans and 
‘others holding shares in broker accounts under sueet names, the Company estimates the shareholder base to be 
approximately 220,000, 


“The Company's quarterly market prices and cash dividends per share for 2005 and 2008 were as follows: 


Mattel Pee oa Dien 
Te ee terse 


Fiscal Year 2008 
Fourth quarter. ..2.. 00.000 SARS $1950 SOAS 
Thin quarter 6-2 ovesresinsee 2330 WSL OS 
Second quater 2476 19.30 OS 
First quater 660.005 2526 2151 Os 
Fiscal Year 2008 

Fourth quarter <<. ioaricetseuaiaa S278) $2203 $1.38) 
Thin quarter : 2480 TOS OI? 
Second quarter. ene Doe KO 
First quater 0... 26s 1K 


(@) Includes a special dividend of $1.28 per share 


"The following table outlines the Company's repurchases of its common stock during the fourth quarter ended 
unary 28,2006; 


“etl Sar 
‘share Seis 
sakkerd Average tvce ronsthonety | “oreywnines 
Farer” "Anoweed” Dulur ele) that 
eit rrchoedity Share) _ Program) Net he Purehaed 
November 5.2... 364368 $2202 «357.500 $192,120.99 
December asi 2 3.785500 106,351,714 
January =... 239081 2276 (2.827.600 41,992,020 
Tol... " 70167% $2267 4970.4 $41,992,020 


(1) The ota number of shares repurchased primarily includes shares repurchased as pant of publicly announced 
programs, withthe remainder relating to shares repurchased in coancction wit i) tax payments du upon 
‘vesting of employee restricted stock awards and (i) the use ofthe Company's stock to pay the exercise 
Brice on employee stock options. 

(2) The average price pad per share includes any broker commissions 

{G) In August 2008, the Company's Boant of Directors antorize the repurchase of $100 milion of the 
Company's common stock. in November 2005, the Company”s Board of Directors authorized the 
‘epurchase of $200 million ofthe Company’s common stock. which included $67.1 million remaining under 
the August 2005 program. This program was complete in February 2006, 

{In February 2006, the Company's Board of Directors authorized the repurchase ofan addtional $100 milion of 

‘the Company's common stock which isnot elected in the table above. Through March 17, 2006, 0.5 milion 

shares have been repurchased under this program for $129 million, at an average price of $23.63 per share which 

Includes broker commissions. 


0 


ITEM 6, SELECTED FINANCIAL DATA. 


(tition: cpt pershareameuns ain soreand meecntedats) —_2908n) 208420) 20H) 
‘Summary of Operations 
Netsiles -o..-yecseseeescesaceeeseeeesee 59699 SAGE SRI3E SKABS $9,423 
Gross profit = . SHAN $3384 SRISS SROF $3,010 
ces fi z M9E WIG 364% 36H ASN 
i income (A) $986 $1027 $962 5 8K S 895 
Crerng ons sea posse slits 102% 109% 108% 99% 106% 
Income before cumulative effect of change in accounting 
‘rnp () i S$ 666 S$ 7S $717 S496 S506 
Income before cumulative effect of change accounting 
principle as a percentage of net sales 69% 75% OH 59% OOK 
mie sf ngs in acoting ii S.I0) oe ee ee ee 
Net income (e) SOK S705 S717 $496 S 500 
Per Share Results (h) 
2 income per basic share: 
Income before cumulative effect of change in 
sccounting peieiple $1.66 Siae sos s 
[Net income per basic share $170 S18 S097 SI. 
income per dite share: 
Ince foe cumin ff of hangin 
accounting priniple . S162 S147 $136 So9s S116 
[Net incom pe due share S166 S187 $136 $095 S116 
Dividends per share () Som S171 S0a0 $00 $0.30 
Weighted average diluted shares oustanding 4 49 5D AS 
Other Financlal Information 
‘Total assets $6346 $6080 S7NNO $7,246 $5,004 
Return average ascts Ne 108% RH 
Working capital S120 S123) SLOKS $2.7 $1,330 
Current at 2 19 3229 
Copa exper « $480 $431 $23 $0 5 377 
term debt S169 SLOW SOM S$ S47 S280 
Pettocapy i Co er ee cD 
‘Shareholders exuity =. S2AT S2AIS $5266 $4860 $2,744 
Return oa average shareholders” equity pe en et eg 
‘Comparable store sles increase (decrease) (2) Us) 4% 4% HGH) 
Stores and Associates at End of Year 
Number of stores 35003779 391140364014 
Selling square fet Thousands} 15332 1580) 16038 16207 20,146 
Number of associates... 110.000 115.300. 111,100 983900 100.300, 


(a) During the fourth quarter of 2005, the Company changed its inventory valuation method. Previously, 


inventories were principally valued atthe lower of cos of market, ona Weighted-average cost has using 
‘he retail metho. Commencing in 2005, inventories ar principally valued atthe lower of cost or market, on 
1 Weighted-average cost basis. using the cost method. Sce additional discussion in Note 210 the 
‘Consolidated Financial Statements Item 8. Financial Statements and Supplementary Data. 


“The cumulative effect ofthis change was $17 milion, net of tx of $11 million. This change was recognized 
san increase wo net income i the Consolidated Statemeot of Income as ofthe beginning of the fst quarter 
(0 2005. In addition to the $17 milion cumulative impact recognized as ofthe beginning ofthe frst quarter, 
the effect of the change during 2005 was to decrease net income by $4 milion, or $0.01 per dilated share. 


(8) Asa result ofits sale on November 7, 2002, New York & Company's (formerly Lemer New York) 
‘operating results have been reflected as discontinoed operations. Accordingly, New York & Company’ 
results are excluded forall periods presente. New: York & Company's results in 2002 and 2001 were net 
income of $6 million, or $0.01 per-dluted shar, and $13 million, or $0.0 per diluted share respectively 

6) Includes the results of Lane Bryant through its disposition date of August 16,2001, 

(4) Operating income includes the effect ofthe following tems: 

@) 2005, $30 milion related wo recognition of income related to unredeemed gift cars. See adlitional 
discussion in Note {to the Consolidated Financial Statements in Hem 8, Financial Statements and 
‘Supplementary Dats: 

(ii) 2004, a $61 million charge to correct the Company's acounting for straighttne vent and the 
‘depreciation and amortization of leasehold improvements and cenain landlord allowances. See 
‘addtional discussion in Note 1 10 the Consolidated Financial Statements in hem 8. Financial 
‘Statements and Supplementary Data; 

(iiy tn 2002, 2 $34 million charge for vested stock awards related to the Inmate Brands Inc (“IAI”) 
recombination: 

(G9) 1m 2001, 25170 ition gain related wo the sale of Lane Bryan. 


{6} Imation to the items previously discussed in (net income inches the effect of the fllowing items 

(@) 1m 2005, a favorable one-time tax benefit of $77 million relate to the repatriation of foreign earings 
‘under the provisions ofthe American Jobs Creation Act and peta interest income of $40 million 
‘elated 1 atx settlement. See additional discussion in Note 8 to the Consolidated Financial Statements 
in tem 8, Financial Statemcots and Supplementary Data: 

(ii) 2004, pretax now-operating gains of $90 million related wo New York & Company and S18 million 
‘elated to Galyan's Trading Company. lnc. ("Galyan’s"). See addtional discussion in Notes 1 and 310 
‘the Consolidated Financial Statements in lem 8, Financial Statements and Supplementary Data; 

li) tn 2003, pretax now-operating gains of $208 million related to Alliance Data Systems Corporation 
(°ADS"), See addtional disewssion in Note | 10 the Consolidated Financial Statements in Hem 8, 
Financial Statements and Supplementary Dat 

iv) 1n 2002, pretax now-operating gains of $6 milion related to Charming Shoppes, Ine: 

(9) 1m 2001, pretax non-operating gains of $62 million related 10 ADS and Galyan's 

(8) 112004, dividends per share include a special dividend of $1.23 per share. See addtional discussion in Note 
101 the Consolkated Financial Statements in lem 8. Financial Stalemens and Supplementary Data 

(2) A sore is typically included in the calculation of comparable store sales when it has heen open 12 months or 
‘more and it has not had a change i selling square footage of 20% or more. Adltonally stores of a given 
tand are exclude if toa selling square footage for the brand inthe mall changes by 20% or more through 
the opening or closing of a second store. 

(h)_ 1 2005. income per basi and diluted share includes accretion of $0.24 and $023, respectively, primarily 
‘elated to share reperchases made during 2004. In 2004, income per basic and diluted share includes 
sceretion of $0.13 and $0.12 respectively, related to share repurchases during the year. Soe addtional 
‘iscussion in Note 10 to the Consolidated Financial Statements in Rem 8, Fitancial Statements and 
Supplementary Data. 


ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS. 


‘The following discussion and analysis of financial condition and results of operations is based upon the 
‘Company's Consolidated Financial Statements, which have been prepared in accordance with accounting 

‘Principles generally accepted inthe United States of America. This should he fead in conjunction with these 
‘Statements and the notes thereo which are included in Nem &. Financial Statements and Supplementary Dats 


Executive Overview 


Limited Brands, Inc. (the “Company”? operates i the highly competitive specialty retail business. The Company 
‘ells women's intimate appre, personal care and beauty prets and women’s and men's apparel, The 
‘Company sells merchandise ati etal stores (primarily mall-hased) and through direct response channels 
‘catalogue and ecommerce). 


Siraeey 
‘The Company's strategy centers on bulking a family ofthe work's hes fashion real brands whose compelling 
stories ereate loyal customers and deliver sustained growth fr oor shareholders, The Company is focused on 
developing and continuously evolving a family of destination retail brands offering adiflereated and fresh 
assortment of product brands at masstig prices with a captivating shopping experince. The Company's brands 
‘represent a mult-dimensional portfolio competing across multiple categories, channels and customer segments 
‘The Company's strategy is driven by differentiate capabilities inchading merchant leadership, brand portfolio. 
‘management, retail brand building, open innovation, talent management and speed at scale 


[At Victoria's Sere, the Company is testing an expanded PINK assorument in targeted locations, and is 
‘considering the introduction of free-standing PINK stores a it explores adlitional pportuniis to transform 
PINK into fully articulated liesiyle brand. tn addition, Victoria's Secret introduced Iotimissi,a premier 
ain lingerie brand, dough the opening of Intimissins Boutiques in approximately twenty-five targeted sore 
Jocations, The Company plans to ince ltimissimi Bowtie in approximately 160 Victoria's Secret sores by 
‘the end of 2006, Adkitionally, the Company will continue to invest significantly in new distribution center 
facilites and infrastructure wo support growth at its Dicect business. 


[A Bath & Boxy Works, the Company opened seven new C.0. Bigelow stores inthe Boston, Chicago and New 
‘York markets in alton, Bath & Body Works execute several initiatives to support fatre growth inelaing 
several investments in personal care and beauty concept: the acysisition of Slatkin & Company. an importer and 
wholesaler of sophisticated premium home fragrances: and the introduction ofthe Dr, Patricia Wexler, M.D. 
clinical skincare line, Bath & Boxly Works launched kathandhexly works.com in October 2008, providing an 
Important new channel for growth. 


Expres is focused on winning back customers by reaserting itself as a young. sexy and sophisticated designer 
‘brand that offers the right product at the right price atthe right time. 


Also in support ofits strategy. the Company is focused om creating ae leveraging talent and capabiiies, The 
‘Company continues its pursit of enhanced capabilities inthe areas of finance, demand chain, merchandise 
‘planning and allocation and customer information by consolidating and designing financial and operational 
systems. The Company is investing significantly in these projects and expects that these changes will improve 
‘operational efficiencies, allowing brands and corporate functions to spend more time on their strategic activities, 
‘Additionally, the Company created Beauty Avenues, a new division that will provide commerilization and 
‘sourcing capabilities for the personal care and beauty businesses 


‘The Company also continues to focus on shareholder value. In 2005. the Company returned $622 million 19 
shareholders through share repurchases and dividends and increased its quarterly dividend to $0.15 per share, a 
29% increase compared to last year. 


B 


‘Summary of 2005 Results 


‘The Company's operating results are generally impacted by changes in the overall U.S. economy. and, therefore, 
‘management monitors the retail environment using. among other things, certain key industry performance 
indicators such asthe University of Michigan Consumer Sentiment Index (which measures consumers’ views on 
the future course of the U.S. economy), the National Retail Traffic Index (which measores trafic levels in 
approximately 190 malls nationwide) and Nationa Retail Sales (which elects sales volumes of 5,000 businesses 
‘as measured by the US. Census Bureau). These indices provide insight into consumer spending pattems and 
‘hopping behavior in the curent etal eavironment and assist management in assessing the Company's 
performance as well asthe potential impact of industry tends omits future operating results. The Company's 
‘results were slightly below the industry averages. 


‘The Company's results forthe year ended January 28,2006 were below the Companys expectations, a8 
‘operating income declined 4% primarily dew dccines at Express. The Company's operating income forthe 
‘quarter ended January 28, 2006 exceeded the Company's expectations with an increase in operating income 
‘Primarily due oa significant improvement at Expeess as well as growth at Victoria's Secret. 


Victoria's Secrets increase in sles and operating income forthe year and fourth quarter were driven by 
‘continued sales growth inthe PINK sub-brand as well as new bea launches, specifically HPEX inthe fist quarter 
‘ad Angel's Secret Embrace Ba i the fourth quarter 


‘Bh & Body Works increase in sales and operating income for the year and fourth quarter were driven by 

ineremenal sles from new prrct lines. Aso, $16 milion of addtional sales volume and operating income 
‘resulted from the recognition of revenve related to unredcemed git cans (sce further discussion inet sles 
section below). 


[Expres results for the year were disappointing with declines in both sales and operating income driven by a 
fashion assortment that didnot meet consumer preferences hth fn terms of fashion and price points across many 
rmerchandive categories. However, Expres improved significantly inthe fourth quarter witha 6 increas i 
‘comparable store sales and significant increase in operating income duet an improved product offering that 
‘raved a more fashionable assortment with appropriate peice pots that appealed othe Express target 
‘customer. Also, $14 millon of adltonal sles volume and operating income resulted from the recognition of 
‘revere related to unredeemed git card (sce further discusion in net sales section below). 


‘Information Relevant to Understanuting 2005 Resales 

Resolution of Income Tas Matters 

‘The Company's reslts forthe fourth quarter of 2005 included the impact ofthe flowing income ta matters: 

+ A favorable onetime tx benefit of $7 million $0.19 per share) relate the repatriation of foreign 
‘earnings under the provisions ofthe American Jb Creation Act and 


‘+ Inconjuneton with ata settlement, the Company recorded pretax interest income of $40 million (80.06 per 
share. 


‘See Note 8 othe Consolidated Financial Statements in hem 8, Financial Statements and Supplementary Data. 


Change in Inventory Valuation Method 


‘The Company. in connection with the conversion 1 a new merchandising system in 2006, elected to change its 
Inventory yaluation methodology from the retail method tothe weighted-average cost meth during the fourth 
‘quarter, retroactive tothe begining ofthe year (sce Note 2 to the Consolidated Financial Statements in em 8. 
Finaneial Statements and Supplementary Data). The Company's quarterly financial information for 2005 has 
‘been restate o the Weighted-average cost method (see Note 16 to the Consolidated Financial Statements in 
Nem 8, Financia Statements and Supplementary Dat). 


“ 


Under the retail method, the Company recorded a charge to cost of goods sold based upon actual and estimated 
‘permanent reductions in retail selling prices forthe season. Under the cost method, the Company does not 
‘ecognize any impact of reductions in retail selling price until the merchandise is actually sold to the customer or 
‘uti the Company expect to sel the merchandise below orginal cost. 


"The Company believes thatthe cost method will improve the organizational focus on the actual margin 
‘on each merchandise sale. Aditionlly the cost method is used by many eer reales, aswell asthe 
‘Company's personal ear and beauty competitors. 


"This conversion had several impacts on results of operations for the year: 
‘+The cumulative effec of the change of $17 million was reconled as ofthe beginning of 2008, 


+ Excluding the cumulative effect, the change reslted in a $4 million decrease to fll year earings, and a $27 
million decrease to fourth quarter earings. The change has a minimal annual impact but a larger quarterly 
Impact due to timing differences related wo the recognition of markdowns. 


“+ Resulted ina $22 milion increase wo inventories atthe end of 2008. 


‘The table below summarizes the impact ofthe change to the operating income ofeach segment by quarter The 
results below are unaudited. 
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View's Senet... S424 524585) SI999H5 
Bath & Body Works HA7S5 UR) 78087 
Appr 29.561) (42508) (162K) 88,701) 
Oter (57436) (2.861) (2461) 
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View's Sere... Stiee0s $395.00 § (6.393) 8380297 
Bath & Body Works (1708) 320420 (1.167) 319.283 
Apparel (27.904) 59.646 GS) 24,048 
other as (1371) _G892 _— _ 4992) 
“oul Limited Brands $2029 5734764 SCI} Son. 


(2) Does not include $17 million of cumulative effet of change in accounting principle adjustment. 
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‘Total Limited Brands 


"The 2005 information discussed below is presented on the cost method of inventory valuation whereas the 2004 
information is on the retail method. tn order to ai the readers” understanding ofthe Company's results and 10 


improve comparability of financial information from period to peri, the above explanatory reconciliation tables 
for 2008 ae include. 


Financia Data by Sexment 


‘The following summarized financial data coanpares reported 200 sales and aperaling income resus the 
comparable pesos for 2004 and 2003: 


Net Sa Mins 
‘Victoria's Secret Stores 
‘Victoria's Secret Diet 

‘Total Victoria's Secret 


Bath & Body Works 


Operating Income (b) 
‘Vitoria's Secret 
‘ath & Body Works 
Apparel 
Other) 


‘Total operating income... 


(2) Other includes Corporate, Mast and Henri Bendel 

(b) 2005 results are reported onthe cost method of accounting for inventory valbation, 2004 and 2003 results 
‘are reported onthe retail method. 

‘sm sot meaningful 
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Victorias See 
Bath & Boy Works 
apres aeons 
Limited Sons ‘ 
‘Total Apparel businesses 
a 
‘Total compurable tre sles 
‘See 
Sales po average selling 
squire fot 
"Vista's Secret... 
Bath & By Works 
‘peel. sce 
Sales por average store (Thon 
‘Vista's Secret, 
Bath & Body Works ss. SIASS $1307 $1193 OR 1S 
‘Appel SO sas sige S018 sem) 
Average sore size (Selling quae fet) 
‘Victor's Secret, Sol 48m3 46938 
Bath & Body Works 22% 22660 220818 
‘Appel 497 Gost S977 
‘Total seing square feet (Mhowsands) 
‘Victor's Sere, Soo anon 47s ea 
Bath & Bay Works 3570 338 338 Ok | O% 
Appel cove 74 730 7726 wm) 
Nosed Hah ay Wot pet 
Nanterre) a 
Beginning of year Toor 1008 10M 1569 Laos 16 1207 1.207 
Opened sero i 6s 
Cloned «> 48) 21) 48) G1 _ 48) _ 41) 49%) G08) _@H 
Ed of year ys Loh 1009 1885 150 aod 1035 1207 1.297 


(a) Excludes Henri Bendel store locations (2 in 2005 and 2004 and 1 in 2003), 


[At Victorias Seeet, the 34% increase in comparable store sales and in wl sales was driven by growth in the 
PINK suby-trand and i the bea and body care categories, partially offset by declines in panties, prestige fragrance 
and sleepwea. The growth inthe bra category was driven bythe Body by Victoria Bra event in December and 
‘the launch of the Angel's Secret Embrace Bra. Victoria's Secret Direct achieved a 15% increase in sales driven 
‘by growth in timate apparel, beauty and sleepwear 


At Bath & Boaly Works, the 1% increase in comparable store sales was primarily driven by incremental sles 
from the launch ofthe American Gir and Breathe Body Care product ines during 2005, as well as by products 
launched as year. inching CO, Bigelow and Le Couvent des Minimes. This sles increase was partly offset 
‘oy declines in the fragrant body care and home fragrance prc lines. Sales increases were alo supported by an 
imrease in gift with purchase and porchase-with-purchase promotions. 


[Atthe Apparel businesses, the 4% increase in comparable store sales was driven bya 6% increase at Expres, 
“The increase at Express can he primarily attrbwted to increased sales in denim and knit tops asthe focus shifted 
‘to. move balanced offering between casual and wear-to-work, with appropriate price points. These increases 
wore partially offset by decreases punts and sweaters. Limited Stores experienced a 1% decrease in 
‘comparable stone sales, primarily driven by significant dclies in pans and woven tops. 


‘The Company issies gift cans which contain wo expiration dates inactivity fees. The Company recognizes 
income from gift cans when: (ithe gift cad is redcemed by the customer: oF (i) the likelihood of the git card 
‘being redeemed by the customer is remote and itis determined that there i legal obligation vo remit the 
‘unrecemed gift ears to relevant jurisdictions (gift card breakage). During the fourth quarter of 2005, the 
‘Company recognized $30 million of net sales and operating income (80.08 per share) related wo gift cant 
‘breakage at Bath & Body Works ($16 milion) and Express ($14 milion). The amount of git card breakage 
‘recognized was based upon analysis of historical redemption patterns and represets the portion of remaining 
balance of gift cards for which the Company believes the likelihood of redemption is remote. The fourth quarter 
‘of 2005 isthe fist perio during which the Company has recognized gif cant breakage. Therefore, the amount 
‘recognized includes the breakage income relate to gift cars sold since inception ofthe git eard programs 
Bath & Body Works and Express. The Company wil ecopnize gift card breakage at its other divisions once 
adequate historical data has been accumulated. 


‘The net sales increase in other was primarily driven by an increase in volume of Mast sales wo think-party 
‘customers versus the fourth quarter of 2008. 


2004 compared 102003 
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[At Victorias Seeet, the $% increase in comparable store sales was primarily driven by the new PINK substrand, 
‘and by continued growth inthe bra category and the beauty business parilly offset by declines in casual 
‘sleepwear. Sales increases inthe bra category were driven by new intraductions in the Very Sexy and Body by 
Vietora product lines. Growth in the beauty business was primarily dren by the continued success ofthe Very 
‘Sexy for Her? fragrance, the inteoduction ofthe Basic Instinct fragrance and fom an expanded color and hair 
«are product offering. The 11% increase i net sale at Victoria's Secret Direct was driven by growth in almost 
ll prexduct categories including woven separates, bras, knit tops and beauty, 


At Bath & Boaly Works, the 12% increase in comparable store sales was driven by growth in the home fragrance 
‘and unt-bae product lines, as well a the successful launch ofthe Tt Dok product line. Sales increases were 
als supported by an increase in purchase-with-purchase promotions, as well asa one-week extension of the 
‘semiannual sale 


[At the Apparel businesses, the 14% decrease in comparable store sales primarily resulted fom significant 
‘declines at Express The Fall 2004 season asortment di not meet the preferences ofthe Company's customers 
‘both in terms of fashion selection and price points, resulting insignificant declines in women's casual losing, 
particularly knit tops and denim, and declines in men's sweaters and denim. These decreases were partially offset. 
boy increases in women's wearto-work pans driven by the continues secess ofthe Editor pant. At Limited 
‘Stores, the 5% derease in comparable sore sles was primarily driven by significant declines in sweaters and 
ent ops. 


Net Sales 
Full Year 
2005 compared 10 2004 
Net Sates 2005 208s) 
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200 Net sales oon 
‘Comparable store sales 
Sales associated with new, closed and non comparable 
remodeled stores, net 
‘Victoria's Secret Dire. 
Gift card breakage 
‘Mast third-party sales and other 
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[At Victorias Sceet, the inrease in comparable store sles of 1% and the increase in total sales were driven by 
‘gosh inthe PINK Sub-brand andthe bra and body care categories, partially offset by declines inthe sleepwear, 
‘panty and prestige fragrance categories. The growth inthe bra category was driven by sales of the IPEX and the 
Very Sexy bra sub-brand. The 10 increase i nt sales at Victoria's Secret Direct was driven by growth in 
almost all product categories, including woven tops, bras. knit tops and beauty 
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[At Bath & Boaly Works, the 4% increase in comparable store sales was primarily driven by inremental sles 
from new prodct lines, inchading Tut Dole, C0. Bigslow, Le Couvent des Minimes, Breathe Body Care and 
American Git and recognition of giftcard breakage in the fourth quarter. partially offset by declines inthe 
Fragrant body care and home fragrance presict lines. This result was sopporied by a succesful semi-annual sale 
during the second quater and parchase-with-purchase promotions. 


‘At the Apparel businesses, the 6% decrease in comparable store sales primarily resulted from significa declines 
‘at Expres relate tothe prot assortment ies during the first three quarter of the year. All major Express 
‘aegories experienced declines as compared to lst year except for kits and denim. These results reflect & 
‘continuation of sale dectines at Express which began i the Fall of 2004 Express” product assortment filed 19 
‘nce eusomer peferences both in terms of fashion scletion and price points, The 2% decline i comparable 
‘tore sale at Limited Stores was primarily driven by declines in sweaters, skins and jackets, pti off<t by 
‘growth in denim, pans and accessories. 


‘The net sales increase in other was primarily driven by an increase in volume of Mas sales othinkparty 
‘customers versus 200, 


20104 compared to 2003 
et Sate 2004, 289) Vira ath & By 
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[At Victorias Secret, the 9% increase in comparable store sales was primarily driven by incremental sles from 
‘the July 2004 national launch ofthe PINK sub-rand, by continued growth in the bra category and by the success 
‘ofthe Very Sexy for Her 2 and Basic Instinct fragrances, partially offset by dectnes in casual sleepwear The 
12% increase in net sales at Victoria's Secret Direct was driven by growth in seimwear, woven separates, bas 
and Knit ops. 


‘At Bath & Body Works, the 12% increase i comparable store sales was primarily driven by continied sales 
the home fragrance, anti-bac and Daily Beauty Rituals produc ines, as well as the succesful launch 
i Doe prac hne, Sales increases were also supped by soecessfu semi-annual sales during both 
‘the Spring and Fall seasons. 


‘At the Appare businesses, the 8% decrease in comparable store sales at Express was driven hy significant 
‘eclines in almost all ofthe women’s categories, primarily related to the poor performance of the Fall yeason 
‘product asortment discussed previously. These declines were partially offset by inreases in the women's 
‘wear-to-work category, pticularly the Editor pant. At Limited Stores, the 5% decrease in comparable store sales 
_was primarily driven by decnes in sweaters ant knit tops and by the exit ofthe dress category, partially offset 
‘by increases in pants and woven tops. 


Grows Profit 
Fourth Quarter 

2005 compared to 2004 

For the fourth quarer of 200. the gross profit ate (expressed a a percentage of net sles) increased to 40.8% 
from 39.1% in 2004 driven by a decrease inthe buying and cccupancy rate primarily related 1 «$61 million 


» 


Jease related accounting charge in the fourth quarter of 2004 andthe Company’s inital recognition of gif cant 
‘breakage of $30 million (as previously discussed). 


[At Victoria's Secret, the gross profit rate increased due 1 improvement inthe buying and occupancy expense 
‘ate, partially offset by reduction in merchandise margin rates. The reduction in the merchandise margin rite 
‘was driven by the change to the Weighted-average cost method of accountng for inventory valuation and lower 
‘margins a the beauty business. The declines atthe beauty business were driven by lower margin gif set sales in 
December and inteased markdowns during the semi-annual sale. primarily in the color product fine. Buying and 
‘occupancy expense was higher in 2004 as compare to 2005 de wo the one-time lease accounting correction, 
‘Additionally, buying and occupancy expense was leveraged on a ¥%& increase in comparable sor sales. 


‘A Bath & Body Works, the gross profit rate increased due to improvement in the buying and occupancy expense 
‘ate, partly offset by a reduction ia the merchandise marga ate. The reduction in the merchandise margin rate 
‘was de to higher markdowns and purchase-with-purchase promotions wo stimulate traffic. partially offset bythe 
‘Company's intial recognition of pift card breakage. Buying and occupancy expense was higher in 2004 as 
compared 0 2005 due tothe onetime lease accounting correction, Adltionally. baying and occupancy expense 
‘was leveraged ona 1% increase in comparable sre sales. 


‘At the Apparel businesses, the gross profit rate increased over lat year du to improvement inthe buying and 
‘occupancy mite, partially offset hy a reduction inthe merchandise margin rate at Express, The reduction inthe 
merchandise margin rate was driven by the change to the Weighted-average cos method of accounting for 
Inventory valuation that more than offet an increase in merchandise margin duc wo lower markdowns and inital 
‘ccngniton of gif card breakage at Express. Buying and occupancy expense was higher in 2008 as compared 1 
2005 de wo the one-time lease accounting correction. Additionally, buying and accupancy expense was 
leveraged on a 44 increase in comparable store ses. 


2004 compared 10 2003 
For the fourth quarter of 200, the gross profit ate (expressed a a percentage of met sales) decreased 1 39.1% 
from 41.7% in 2003, During the fourth quarter 2004 the Company, in consultation wth its independent auditory, 
reconded $61 million onetime charge to correct its accounting for straight-line rent andthe depreciation and 
amortization of leasehold improvements and certain andlor allowances which resulted in an increase inthe 
‘buying and occupancy rate across the enterprise. See Note Ito the Consolidated Financial Statements in Hem 8 
Financial Statements and Supplementary Data for further discussion. 


[A Victorias Secret, the gross profit rate decreased due tothe buying and occupancy expense rate increase, 
partially offset by an increase inthe merchandise margin rate. The increase ithe merchandise margin ate was 
riven by lower markdowns inthe sleepwear and pant categories, partially offset by lower margins atthe beauty 
‘business, which were driven by incremental sales from the expansion of the lower margin air care and color 
‘radu lines. Excluding the impact ofthe one-time lease accousting corction, buying an occupancy expense 
‘was leveraged on aS incease in comparable store sales. 


[At ath & Bay Works, the prose profit rate decreased de toa decrease inthe merchandise margin ate and an 
increase inthe buying and occupancy expense rate. The decrease in the merchandise margin ate was primarily 
‘the result of an increase in markdowns wo clear gift et inventories and an increase in parchase-with-purchase 
promotions. In addition, a change in product mix from higher margin Daily Beauty Rituals products to lower 
‘margin home fragrance products contributed to the rate decline. Excluding the impact of the one-time lease 
Scconting cretion Buying an ccpuny expe was everagd ona 2 incapable ore 


Atte Apparel businesses, the gross profit rate decrease from last year du wo a reduction inthe merchandise 
‘margin rate and an increase inthe buying and occupancy expense rate at both Express and Limited Stores. The 
decrease inthe merchandise margin rate was driven by higher markdowns for ll sgnficam product caegories to 
a 


lear slow-moving inventories related to the poor performance ofthe Fall product assortment discussed 
‘previously, The increase in the buying and occupaney expense rate resulted fom the one-time lease accounting 
‘correction and the inability to leverage expenses duc Wo a 18% decline i comparable store sales. 


Gross Prof 
Full Year 

2005 compared 1 2004 

1m. 2005, the gross profit ate (expressed a a percentage of net sles) decreased 10 35.9% from 36.1% in 2004 
driven by a decrease inthe merchandise margin rate athe Apparel brands. This decline was offset by a decrease 
inthe buying and occupancy expense rate (primarily related wo a $61 million lease related accounting charge 
‘ross te enterprise inthe fourth quarter of 2004), the Company's intial recognition of gift ca breakage of $30 
nillion and expense leverage achieved at Victoria's Secret and Bath & Body Werks on sales increases of 5% at 
‘oth brands. 


[At Victorias Scere, the gross profit rate increased de to improvement inthe buying and occupancy expense 
‘ate, partially offset by a reduction inthe merchandise margin rate. The sight reduction inthe merchandise 
‘margin rate was driven by markdowns in panties and beauty Buying and occupancy expense was higher in 2004 
‘compared 102005 de tothe onetime lease accountng corection. Additionally, buying and wccupancy expense 
wa Feveraged oma 1% increase i comparable store sales 


[At Bath & Baty Works, the gross profit ate was lat compared to last year, The buying and occupancy expense 
‘ale improved, but was offet bya reduction in the merchandise margin rae. The reduction inthe merchandise 
margin rte was due te higher markdowns on gift sets and purchase-with-purchase promotions to simulate 
‘raf. Buying and occupancy expense was higher in 2004 due tothe onetime lease accounting correction, 
‘Aaditonally. buying and occupancy expense was leveraged on a 4% increase in comparable store sales, 


Ate Appre businesses, the gros profit rate doreased over lst yar duet a decrease in the merehanie 
Imagine, partly oft by an improvement the yng and occupancy rat at both Expres and Limited 
Stores The decease inthe merchandie maria rate wan dren by sical higher markdowes thug th 
first thee quarters cca slow-moving inventories actoss many fruct categories. Buying and excupaney 
expense was higher 2004 de to the one-time cas accounting Cetin, effect bythe ity Yo verge 
expemes de to 4 6% decline in comparable sore sales 


2004 compared to 2003 
1 2004, the gross profit ate declined to 36.1% from 36.4% as. result ofthe one-time lease accounting 


sorretion previously discussed and merchandise margin declines at ath & Body Works and the Apparel 
businesses. 


[At Victoria's Seeet, the gross profit rate was lat asa increase in the merchandise margin rate was offset by an 
Increase inthe buying and occupancy expense rate elated to the one-time lease accounting correction discussed 
‘previously. The increase in the merchandise margin rate was driven by lower markdowns inthe sleepwear and 

‘any categories, an increase in margins forthe bea category, and improved performance for almost al categories 
at Victoria's Secret Direct, including swimwear. woven separates, knit tp, bras, shoes and accessories. These 

increases were partially offset by lower margins atthe beauty business, which were driven by incremental sales 
from the expansion ofthe lower margin air care and color product fines. 


[AL Buth & Boy Works, the gross profit rate deceased due toa decline in the merchandise margin rate partially 
‘offset by a decrease in the buying and occupancy expense rate. The decrease i the merchandise margin rae Was 
‘rimarily driven bythe fourth quarce reals previously described. The decrease inthe buying and occupancy 
‘expense rate resale from leverage achieved on a comparable store sales increase of 12, partially offset by the 
‘onetime lease accounting correction discussed previously. 
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[Atthe Apparel businesses, the gross profit rate decreased over lst year du wo deine in the merchandise 
‘margin rate and an increase in the buying and occupancy expense rate, bath of which were driven by the results 
discussed previously in the fourth quarter section. 


‘General, Administrative and Store Operating Expenses 
Fourth Quarter 

2005 compared 102004 

For the founh quarter of 2008, the general administrative and store operating expense rate (expressed as 8 
percentage of net sales) increased to 21.2% from 20.2% last year, driven by an increase in investments in new 
‘growth concepts, increased spending oa technology and proces initiatives to support future growth and an 
Increase in marketing expense, The increase in marketing spending related wo the Victoria Secret's fashion shaw, 
PINK, Express television media and advertising and marketing programs at Bath & Body Works to support new 
‘product lines, These increases were partially offset by an $85 millon favorable litigation setlement with respeet 
{wo merchant fees previously paid to Visa and MasterCard 


2004 compared 102003 


For the fourth quarter of 200, the general administrative and store operating expense rate expresses 4 
percentage of net sales) improved 0 20.2% from 21.8% last year, primarily driven by an improvement at Bath & 
Body Works, the Apparel brands and corporate functions. The inprovemeat was due to the ability to leverage 
‘tre selling expense at Hath && Body Works, Express and Limited Stores, and by decreases in marketing and 
incentive compensation expenses across the Company. This improvement was partaly offset by increased 
‘spending on technology and process initiatives. 


‘General, Administrative and Store Operating Expenses 
Full Year 


2008 compared to 2008 


4 2005, the general, administrative and store operating expense rat increased to 28.7% frm 25.2% in 204, 
‘The increase was primarily driven by investments in new growth concepts, increased spending on technology ad 
‘races initiatives to suppor future growth, and incremental expenses asociatd withthe Vitoria Secret's 
Faxhion show and PINK. The increases were offet by decreases in incentive compensation and an $8.5 milion 
favorable litigation settlement with respect to merchant fees previously pai to Visa and MasterCard, 


2004 compared to 2008 


1 2004, the general administrative and store operating expense rate improved to 25.2% frm 25.79 in 2003. 
‘This improvement was driven bythe ability to leverage store selling expenses across all retail segment, partially 
“offset hy increased spending on tehnolygy and proces initiatives. 


Interest Expense 


‘The average dally borrowings and average borrowing rates forthe fourth quarters and years ended January 28, 
2006, January 29, 2005 and January 34,2004 were as follows: 


Furth Quarter Yew 
tite as et at See Sor ST 
Average daily bormowings: <2... cs. SIO “SLATE $680 S1.666 $863 $675 
Average borrowing te =... oon Sic ST SOR 66% SSK GIR 66% 


In 2005, the Company incurred interest expense of $25 million and 99 million fr the fourth quarter andthe 
‘year, respectively compared o $21 milion and SSS million forthe same periods in 20M. The Fourth quarter 
imrease was driven by an increase in average bortowings and the average borrowing rate. The fll year increase 
‘resulted from an increase in average borrowings. partly offct by a decreas i average effective borrowing 
‘ales resulting from the dition ofthe Company's $.28% $500 milion notes and $800 million variable rate term 
Joan during the third and fourth quarters of 2008, respectively (sce Note 910 the Consolidated Financial 
‘Statements in Kem 8. Financial Statements and Supplementary Data), 


12004, the Company incurred interest expense of $21 millon and $58 million forthe fourth quarter and he 
‘year, respectively, compared o $12 milion and $62 million forthe same periods in 2003. The increase for the 
fourth quarter is primarily dew additional deb issued in conjunction with the Company's $2 billion tender 
‘offer and $500 million special dividend in December 2004. The decease forthe year relates vo $13 million of 
‘expense in 2043 associated with the early retirement of the Company's $250 million 7.5% debentures dve in 
2023. patiallyoffet by an increase in average borrowings. 


Interest Income 
1m 2005, intrest income was $49 milion and $62 millon forthe fourth quarter and the fll year, respectively, 
‘compared 0 $7 million and $30 milion for the same periods in 2004, The increase in both the fourth quarter and 
_year was driven by intrest of $40 milion related toa ax settlement (see Note 8 tothe Consolidated Financ 
‘Statements in lem 8, Financial Statements and Supplementary Data), partially offset by a decrease inthe average 
invested ash balances. 


{In 2004, imterest income decrease to $7 millon and $30 million fr the fourth quarter andthe year, respectively, 
‘compare 0 $9 million and $63 million for the same perioxs in 2003, The decrease inthe foun quarter was 
primarily due wo a decrease in average invested cash balances, partially offset by an increas in the average 
‘ffetve interes rates. The decrease fr the year primarily relates wo an interest refund of $30 milion received in 
2003 related wo a tax setlement 


‘Other Income (Los) 
1m 2005, ther income (loss) for the fourth quarter and the year was $4 million and $3 million, respectively, 
‘compared 0 $4 million and $99 aullion for the sane pertos in 2004, The full year decrease primarily relates to 
‘ins in 2004 of $90 mili related othe early collection ofthe New York & Company note receivable, New 
‘York & Company's purchase ofits warrants hel by the Company and additional proceeds from the New York & 
‘Company initia public offering (see Note 3 to the Consolidated Financial Statements in Hem 8, Financial 
‘Statements and Supplementary Data) 


{In 2004, ther income (oss) increased 1 $4 milion and $99 millon for dhe fouth quarter and the year, 
‘respectively, compared to ($4) million and ($6) million fr the same periods in 2003. The fourth quarter increase 
‘primarily relates losses from unconsolidated entities in 2003, The fll year increase primarily relates gains 
‘of $90 mili related to transactions with New York & Company discusted previously. 


Gains on Sale of tnvestes” Stock 
During the second quarter of 2008, the Company sold its remaining ownership inerest in Galyan’s Trading 
‘Company Ine, ("Galyan's") for $65 milion, resulting ina petax gain of $18 million, rio tothe sale of 
Galyan's shares the Company accounted fr its investment sing the equity method. 


During the Fist quarter of 2003. the Company sold approximately one-half ofits ownership interest in Alliance 
Data Systems Corporation ("ADS") for $131 million resulting in a pretax gain of $80 million. During the thd 
‘quarter of 2003, the Company sod its remaining ownership interest in ADS for $193 million resulting ina pretax 
‘in of $128 million. Prior to these sales of ADS shares, the Company accounted for its investment using the 
equity method. 


u 


Provision for Income Tases 


In 2005, the Company's effective tx rate fr the fourth quarter and the year was 28.0% and 30.4%, respectively, 
‘compared 10 381% and 36% forthe same periods in 2008. The rate decrease for both 2005 periods was 
Primarily duc Wa favorable one-time ax benefit of $77 mili related othe repatriation of foreign cari 
‘under the provisions ofthe American Jabs Creation Act (see Note 8 tothe Consolidated Financial Statements in 
Nem 8, Financial Statements and Supplementary Dat). 


FINANCIAL CONDITION 
Liquidity and Capital Resources 
‘Cash generated from operating activities provides the primary resources to support current operations, gro 


credit facility lhe "Facilty”) as well as a commercial paper program which is 
‘backed by the Facility. In the fourth quarter of 2005, the Company issved $210 million of commercial paper 
‘der the Facility forthe short-term funding of the Company’ peak working capital needs. The Company repaid 
‘the commercial paper within the fourth quarter. Prior this suance, the Company had not issued commercial 
‘ape or drawn onthe Facility to support the Compuny’s operating activities during the year ended January 28, 
2006. 


Iw addition, the Company has available a shelf registration statement under which up tS billion of debt 
securities, common and preferred stock and eer securities may be issued. As of March 17, 2006, no securities 
have been issued under this registration statement 


"The Company's operations are seasonal in nature and consist of two priacipal selling seasons: Spring (he fist 
‘and second quarters) and Fll (the third and fourth quarters). The four quarter, including the holiday period, 
‘ecounted for approximately one-thind of net sale in 2008, 2004 and 2003, Accordingly, cash requirements are 
‘highest in the thitd quater as the Companys inventory builds so anticipation ofthe holiday period, The holiday 
‘eri then generates a substantial portion of the Companys operating cash flow forthe yea. 


‘sumer ofthe Companys woking capil poston md enaleton tof tamer 24,2008, aur 29, 
2005 and Janwary 31,2004 was asf 


arhing Copia Pen a Caption amas _ sou 00 
ast provided by operating aces.» < SLOST $933, $1,068 
Working capital reaes $1209 $1281 SXo1s 
Capitalization 
‘Long-term debt SLE $1616 S618 
‘Shareolders* equity 2471 2335 
‘Total capitalization. % ‘1 2 S00 S981 
Additional amounts aailable under long-term credit agreements SLO. $1,000 


‘The Company considers the following to he relevant measures of liquidity and capital resources: 


sty Capi Rene 
Debito-equty tio. 

(Long-term debt divided by shareholders’ equity) 
Debtto-capitalzation ratio 

(Long-term deb divided by total capitalization) 
(Cash low to capital investment 

(Net eash provide by operating activities divided hy capital expenditures) 
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Operating Activities 
1.200, the increase in net cash provided hy operating activities was primarily driven hy an increase in net 
income (excluding the non-cash 2008 gains related to New York & Company and Galyan's Trading Company, 
In.) an changes in working capital. 


{In 2004, the decrease in net cash provided by operating activities was primarily driven by an increase in 
Inventory and a dccreas in income taxes payable, partially offset by an increase in accounts payable and accrued 
‘expenses. At year-end 2004, inventory levels and accounts payable were higher to support new prt launches 
at Bath & Body Works and Victoria's Secret. The decrease in income taxes payable resulted from an increase in 
‘ax payments compared to 2003, The increase in accrued expenses resulted from an increase in defered revenue 
‘elated to gift card sales, 


Investing Activities 
12005. investing activities primarily included $480 million in capital expenditures (see “Capital Expenditures” 
‘secton), $22 milion related wo strategic investments in several personal care companies and $4 million related Wo 
‘non-operating teal estate investments. 


1 2004, investing activities primarily inchaded $431 milion in capital expenditures (see “Capital Expenditures” 
‘secton) and a $27 million investment i a personal care prdcts business. These cash outflows were pata 
‘offset by cash proceeds of $141 milion from the early collection of « New York & Company longterm note 
‘receivable and the sale af New York & Company warants held by the Company, $45 malign from the sae of the 
‘Company's remaining ownership interest in Galyan’s and $25 million related 0 non-operaing real estate 
investments 


Financing Activities 
1m 2005, the Company had the following financing activities: (i) cash payments of $380 millon related tothe 
‘repurchase of 17 million shares of comavon stock during the year at a weighted-average price of $22.49 under the 
‘Company's February, May, August and November 2005 share repurchase programs and (i) quarterly dividend 
‘payments of $0.15 per share, of S242 milion, These uses of cash were partaly offset by proceeds primarily 
from the exercise of stock options of S64 milion anda $30 milion draw ona line of ret at Mast (see 
discussion below). 


11.2004, the Company repurchased 125 million shares of common stock for $3. illion at an average price of 
‘$24.92 per share. Speifieally, the Company repurchased (i) 69.0 million shares of common stock. for $2 billion 
‘through the Company's moxified Dutch Auction tender offer io December 2004, (i) $0.6 million shares of 
common stock fr SI billion through the Company's medified Dutch Auction tender offer in April 2004 and 
‘ii $8 milion shares of common stock for $115 million related wo the Company's share repurchase programs. 
Financing activities als included dividend payments of $500 milion forthe Company's fourth quater special 
dividend and $224 million, o $0.48 per share, forthe Company's quarterly dividends. These wes of eas were 
‘partially offset by (i) $498 million in net proceeds related tothe isuance ofthe Company's $$00 millon 5.25% 
notes dve 2014, (i) $500 million in proceeds related 1 the Company's term Joan agreement (the “Term Loan") 
‘that became effective in November 2004 and (i) $166 million in proceeds primarily from the exercise of stock 
‘options. 

‘The Company has available a $1 billion unsecured revolving credit facility (the “Faity"), nome of which was 
‘wed as of January 28,2006, The Faiiy is available to support the Company's commercial paper and letter of 
credit programs, which may be used from time to time to fund working capital and other general corporate 
‘requirement, Borrowings outstanding wader the Facility. if any. are de ia November 2009. Fees payable under 
‘the Facility are ase om the Company's long-term credit ratings, and, at January 28, 2006, were 0.15% of the 
‘commited amount per yar. 


‘The Focilty and the Term Loan have several interest rate options, which are based in pat on the Company's 
longterm ereit ratings, The interest rate on the Term Loan was 5.33% at Janay 28, 2006, These agreements 
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als require the Company to maintain certain specified fined charge and debt-to-carnings ratios and probit 
‘erain types of Henson property or assets. The Company was in compliance with the covenant requirements as 
‘of January 28, 2006, 


‘On March 22,2006, the Company amended the Facility and Term Loan agreement. Asa result ofthe 
amendment, the term of the Facility and Term Loan was extended o March 2011, the repayment schedule ofthe 
‘Term Loan was changed to single repayment March 2011 and the fos payable under the Facility, which are 
‘nase on the Company's long-term credit ratings were reduced foe 0.19% 40 0.10% ofthe committed amount 


per year. 


{In January 2006, Mast Industries (Far East) Limite, a wholly owned subsidiary of Limited Brands, Ine, entered 
into a $60 milion unsecured revolving cet facility (the “Mast Credit Faciliy”), The ret facility is available 
for general conporate purposes including the funding of dividends to Limited Brands, Inc. The maturity date of 
ret facility is January 2010. Annual fees payable under the facility are 0.05% on the outstanding principal 
“amounts which totaled $30 milion as of January 28, 2006, The Company wil repay the drawings om the credit 
facility in eight equal semi-annual installments, with the fs installment of $4 millon 1 be repaid in June 2006, 


‘The Company continually evaluates its capital needs, financial condition, operating strategies and possible uses 
‘ofits cash. Accordingly. in February 2006, the Company's Boar of Directors authorized the repurchase of up (0 
‘$100 million of the Company's oustanding common stock. Through March 17, 2006, 0.5 millon shares have 
‘nee repurchased under this program for $12.9 mlion at an average price of $23.63 per share, which includes 
Ioker commissions 


‘Capital Expendivures 
‘Capital expenditures totaled $480 millon, $431 million and $298 milion in 2008, 2004 and 2003, respectively 
In cach of the years, $298 million, $381 million and $230 million were for new stores and forthe remodeling of 
and improvements o existing ores. Remaining capital expenditres were primarily related to investments in 
‘new growth concepts and increase spending on techooligy and process iiiatives to support future growth 


‘The Company anticipates spending approximately $400 1 $480 million for capita expenditures in 2006, the 
majority of whit relates to the remodeling of and improvements to existing stores. Additional spending will 
‘relate 1 ew financial and operational systems and investments inthe Company's Direct businesses, inching 
technology and a new distribution center. The anticipated increase in capital spending in 2006 i primarily driven 
by the Company's efforts o centralize and upgrade systems and capabilities in the areas of finance, customer 
‘elationship marketing. merchandise planning and allocation and demand chain. The Company expects that 2006 
‘sapital expenditures wil he funded principally by net cash provided by operating atvitis, 


STORES AND SELLING SQUARE FEET 
‘A.summary of stores and selling square feet hy business follows: 


Victoria's Secret Sores 


Stones. = r 1.008 98 6 8 

Selling square feet -2.0050000000000 000000 $2000 5,001,000 194.000 133,000 
Bash & Boaky Works 

Shores --ooae eee <8 171385 “ay 

Selling square eet 3923000 3.570.000 000 1,0 
Express Women's 

SIORES eso seseoes c 257 27 (7) (ish 

Selling square feet 1.530.000 4,983,000 453,000) (005,000) 
Express Men's 

Sen atesiscrrasestnitewiberaens %6 ua an (0) 

Selling square foot : 317.000 486,000 16,000) (418,000) 
Express Dual Gender 

Stores m4 oy eI) 

Selling square eet 26.00 2.538000 101,000 984,000, 
‘Tota Express 

S100 eo.seeseoes 6s ™ (Wo) (at) 

Selling square est 4.486.000 5,007,000 (521,000) (345,000) 
Limited Stores 

Stores 266 x 26 ah 

Selling square feet <= .2 2. S-1.816000, 1.717.000 (201,000) (231,000) 
‘Tot Apparel businesses 

Stores my ns ay 7) 

Selling square feet 6.002.000 6.724.000 (722,000) (016,000) 
Hoar Bendst 

Stores. 2 2 - - 

Selling square feet, 370m 37.000 - = 
‘Total real businesses 

Stones =... 34% 35903779 HN) (189) 

Selling square feet =. - 14,774.00 15.332.000 15,801,000 (588,000) (469,000) 


(a) Data for stores and selling square feet for 2006 represents the Conpany"s best estimate as of January 28, 
2046, unis subject to he rsks relate to Forward-looking statements cutined inthe Company's Safe 
Harbor Statement and Hem 1A, Risk Factors 


Easton Investment 
‘The Company has land and other investments in Easton 1.300 acre planned community in Columbus, Ohio, 
that integrates office, hotel, retail, residential and recreational space. These investments at con, totaled S45 
nillion at January 28, 2006 and $$7 milion at January 29, 2008. 


Included inthe Company's Easton investments i an equity interest in Easton Town Center, LLC *ETC") an 
emtty that owns and has developed a commercial entertainment and shopping centr. The Company's investment 
In ETC, which the Company accounts for using the equity method, #as $10 million at January 28,2006 and $14 
nillion at January 29,2008. The Company has a majoiy financial interest in ETC, but another member that is 
‘unaffiliated withthe Company i the managing member. Certain significant decisions regarding ETC requir the 
‘consent of the unalfitiatd members i aii to the Company. 


Ey 


‘Toll assets of ETC wore approsimately S244 milion as of Sanuary 28, 2006 and $238 million as of January 29, 
2005. ETC principal funding source isa $240 million secured hank loan of which $221 million was 
‘outstanding at January 28, 2006, The loan is payable in fall on May 31.2010, with the option of two 12-month 
extensions i certain requirements are met. 


‘Contingent Liabilities and Contractual Obligations 


In comection with the disposition of certain busineses, the Company has remaining guarantecs of | 
approximately $266 milion related to lease payments of Abercrombie & Fich, Too, lnc. (formerly Limited 
‘Too), Dick's Sporting Goods (formerly Galyan's), Lane Bryant and New York & Company under the current 
{terms of noncancelable leases expiring at various dates through 2015 (sce Note 6 to the Consolidated Financial 
‘Statements in Kem 8, Financial Statements and Supplementary Data). These guarantees ince minimu rent 
‘nd aditional payments covering tas, common afea costs and certain ether expenses, an relate Wo leases that 
‘commenced prior to the disposition ofthe basineses. In certain instances the Companys guarantee may remain 
Im effect if the term of a lease is extended. The Company believes the likelihood of mater lability being 
(wiggered under these guarantees is remote 


‘The following able includes aggregated information aboot the Company's coniractual obligations, These 
«contractual obligations impact the Companys shor and long-term liquidity and capital resource needs. The table 
Includes information about payments dae under specified contractual obligations, aggregated by type of 
<ontracual obligation, including the maturity profile ofthe Company's long-term debt, operating leases and 
‘thee long-term liabilities as of January 28,2006, 


fie ty 45 
atria tim sau Ye Nan Yor fy 
{Long-term debt obligations (1) QM SH Sa S49 
‘Operating lease obligations (2) 3209S 8 146 
Purchase obligations (3) IS LS 1822 
‘Other long-term labilties (4) iC eae 
Total eo S759 SWUM Slate $1287 


(1) Long-term det obligations relate wo principal and interest payments forthe Company’s oustanding notes, 
debentures and Term Loan an line of credit borosings (see Note 9 othe Consolidated Financial 
‘Statements in Item 8. Financial Statements aot! Supplementary Data). Interest payments have een 
estimated based onthe coupon rate fr fined rate obligations or the variable ate in effet at January 28, 
2004 for the Term Loan andthe Mast Credit Facility. lnterest obligations exclude amounts which have been 
‘eerued through January 28, 2006. On March 22, 206, the Company amended the Facility and Term Loan 
agreement. Asa result of the amendment the term of the Facility and Term Loan was extended to March 
201 and the repayment schedule of the Term Lan was changed toa single repayment in March 2011. 

(2), Operating lease obligations primarily relate to minimum payments de under store lease agreements (nee 
[Note 6 10 the Consolidated Financial Statements in em 8, Financial Statements and Supplementary Data), 

(3). Purchase obligations primarily include purchase orders for merchandise inventory and other apfcements 10 
purchase goods or services that are enforceable and legally Ping and tht specify all significant term, 
inching: fixed or minimam quamites to be purchased: fixed, minimum or variable price provisions; and 
the approximate timing of the tansactons 

(4) Other long-tem liabilities reflect future payments relating to the Company's nonqualified supplemental 
retirement plan and have ben reflected under "Other a the timing of these future payments isnot known 
uml an associate leaves the Company or otherwise requests an in-service distribution (see Note 1210 the 
(Consolidated Financial Statements in Item 8. Financial Statements and Supplementary Da) 


‘Of Balance Sheet Arrangements 


(Other than those disclosed, the Company has oo off halance sheet arrangements 3s defined by Regulation 
229.403 hem 303 (a) (4), 


Recently Issued Accounting Pronouncements 
{In December 2004, the Financial Accounting Standards Board issued SFAS No, 123R, “Share-ased Payment” 
(°SFAS No, 123R"), which replaces SFAS No. 123 and supersedes APB Opinion No. 25. SFAS No. 123 
‘requires al share-based payments to employees, including grants of employee stock options, to be measured at 
‘thie fair values atthe date of grant and recognized as expense over the service period, which is generally the 
‘vesting perio. In Apel 2005, the SEC announced that it would delay the required implementation of SFAS 
No, 123R, from the frst interim perio beginning after June 15, 2005, othe first fiscal year beginning after 
June 15, 2008. Accordingly, the Company will adopt SFAS No. 123R inthe frst quarter of 2006 using the 
“molfed prospective” method in which compensation cos is recognized for all awards granted subsequent 10 
‘the effective date ofthis statement as wel as for the unvested portion of awards outstanding as ofthe effective 
date (which is January 29,2006). 


Although i wll have no impact on the Company's overall financial potion, the impact vo pretax earnings of 
‘adopting SEAS No, 123R is estimated 1 be $30 to $37 million in 2006, Had the Company adopted SFAS 

No. 123R i prior period the impact would approximate the impact of SFAS No. 128 as described in the 
disclosure of pro forma net income and earnings per share iw Note | to the Consolidated Financial Statements in 
tem ¥. Financial Statements and Supplementary Data. SFAS No. 123R also requites tax deductions in excess of 
‘recognized compensation cos fo he teporied as financing cashflow, rather than as am operating cash how, i 
‘the Consolidated Statements of Cash Flows. Excess tax dections for future periods cannot be accurately 
estimated at his time, as they depend onthe timing of stock option exercises and the Compan’s share price on 
‘the exercise date, Excess tax deductions for the years ended January 28,2006, January 29,2005 and January 3, 
2004 have been separately classified as “tax benefit onthe exercise of non-qualified stock options” in the 
‘Consolidated Statements of Cash Flows 


In February 2006, the Financial Accounting Standards Board issued Statement No. 15S,"Accouating for Certain 
Hybrid Financial lnstruments~ an Amendment of FASB Statements No. 138 and 140" SEAS No, 155°), which 
liminates the exemption for applying Statement 13 to interests in securitizad financial asets and allows 
election of afar value measurement at acquisition, at issuance. or when a previously recognized financial 
indrument is subject toa emeasurement event oo an instrument-by-insrament bass in cases in which a 
derivative would otherwise have to be bifurcated. SFAS No, 15S i effective for al Financial instruments 
‘scquined or issued afer the bepinning of an enity’s first fiscal year that begins after September 15.2006. The 
"adoption of SEAS No. 18S is not expected wo havea material impact onthe Companys financial poston, resus 
‘of operations or cash flows. 


Impact of Inflation 
‘The Company's results of operations and financial condition are presented hase on historical cost, While its 
ficult accurately measure the impact of ination dae to the imprecise nature of the estimates required the 
‘Company believes the effets of inflation, if any, on the results of operations and financial condition have been 
minor. 


Critical Accounting Policies and Estimates 
“The preparation of fnancal statements in conformity with generally accepted accountng principles requies 

‘management t make estimates and assumptions that affect the reported amounts of assets and liabilities at the 
date of the Financial statements and the reported amounts of revenues and expenses durin the reporting peti, 
as well asthe related disclosure of contingent asses and liabilities atthe dat of the financial statements. On an 
‘ongoing bass, management evaluates its estimates and jxlgments inchading those related wo inventories, long 
lived assets and contingencies. Management bases its estimates and judgments on historical experience and 
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‘various other factors that are heieved to be reasonable under the circumstances, Actual results may differ from 
these extmates. Management has discussed the development and selection ofits critical accounting policies and 
estimates withthe Audit Commitee ofits Board of Directors and believes the following asumpaions and 
estimates are most ignficant to reporting its results of operations and financial poston. 


Inventories 
Inventories ar pincpally valved atthe lower of cost or market on a weighted-average cost bass. The Company 
‘reconds an adjustment to its inventories ifthe unit cost of specific inventory items on hand exceeds the amount 
‘the Company expects to realize from the wlimate sale or dispxal of the inventory, This estimate is based on 
management's judgment regarding future demand and market conditions and analysis of historical experince. If 
ctl demnd or market conditions are differen than thse projected by management, future period merchandise 
‘margin rates may be unfavorably or favorably affected by adjustments to these estimates, 


‘Another significant estimate related to inventories isan adjustment for estimated physical inventory losses that 
have occured since the date ofthe las physical inventory. This estimate is hase on management's analysis of 
bistorcal results and operating trends 


Management doesnot believe that the assumptions wed in these estimates will change significantly based 
ure experience. However, a 10 increase or decrease in the javentory valuation adjustment would have 
Impacted net income by approximately millon for the year ended Janwary 24.2006, A 10% increase or 
cerease inthe estimated physical inventory lows adjustment would have impacted net income by approximately 
‘$2 million forthe year ended January 28, 2006, 


Valuation of Longetived Assets 
Property and equipment and amortizable intangible assts ae reviewed for impairment whencver events oF 
‘changes in citcumstances indicate thatthe carrying amount of the asset may oot he recoverable. I the 
‘undiscounted future cash lows from the asset are less than the carying Value. the Company recognizes a lns 
‘qual tothe ference hetwcen the carrying vale and the fair valve, usally determined by the discounted future 
‘ash lows ofthe asset. Factors use inthe valuation include, but are not limited Yo, managements plans for 
future operations, brand initiatives, recent operating results and projected cash flows. When a decision has been 
made to diypose of property and equipment prior to the end of the previously estimated useful fe, deprecation 
‘estimate ae revised reflect the Use ofthe act over the shortened estimated use life, 


Intangible assets not subject vo amortization ave reviewed for impairment annually by comparing the fait value 10 
the carrying yalue. Goodwill s reviewed annually for impairment by comparing each reporting unit's fir value 
{wits earying value, Factors used in the valuation of intangible assets and goodwill inclade, but ae not limited 
{o, managements plans for future operations band initiatives, rece operating results and projected cash flows. 
{future economic conditions ae different than those projected by mangement, impaitment charges may be 
required. 


‘Claims and Contingencies 
‘The Company is subject to various claims and contingencies relate to lawsuits insurance, regulatory and other 
‘matter arising out of the normal course of busines. The Company's determination ofthe tweatment of claims 
and contingencies in the Consofidated Financial Statements is based on managements view of the expected 
‘urcome of the applicable claim of contingency. The Company consol with gal counsel om mater related 0 
litigation and seeks input from other experts both within and outside the Company with respect to matters inthe 
‘ordinary couse of business. The Company accres a ibility if the likelihood of an adverse outcome is probable 
‘and the amounts estimable the likelihood of an adverse outcome sony reasonably possible (as opponed 10 
‘probuble) or ifn estimate isnot determinable, disconare of 3 material claim or contingency is made inthe 
Notes the Consolidated Financial Statements, 
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‘Significant jodgment is required in determining the provision for income tates and elated accruals, defered tax 
assets and ibis. In the ordinary course of business, there ae transactions and calculations where the ultimate 
tax outcome is uncertain. Additionally, the Company's tax returns ae subject to ait by various domestic and 
forcign tax authorities. hough the Company believes that its estimates ar reasonable, actual results could 

fer fom these estimates resulting ina final tx outcome that may be materially different fom that which 
reflected in the Companys Consolidated Financial Statements. 


Revente Recognition 


While the Company's recognition of revenue does not involve significant judgment, revenue recognition 
‘epresens an important accounting policy ofthe Company. The Company recognizes revenve upon customer 
‘receipt ofthe merchandise, For catalogue and e-commerce revenues the Company estimates shipments that have 
not heen received by the customer based on shipping terms and historical delivery times. The Company also 
‘Provides a reserve for projected merchandise retums based on prior experience. 


All ofthe Company's brands sel gift cards with no expiration dates. The Company recognizes income from gift 
‘ands when they are redcemed by the customer. In addition, the Company tecognizes income on unredeemed gift 
‘ards when it ean determine thatthe likelihood ofthe gift car being redeemed i emote and that there is 90 
legal obligation wo remit the unredeemed gift cans to felevant jurisdictions (sift ca Wweakage). The Company 
‘determines the gift card breakage rate based on historical redemption pattems. During the fourth quater of 2008, 
‘the Company accumulated enowgh historical data wo determine the gift card breakage rate at both Express and 
Bath & Body Works. Once the breakage rate s determined, iti recognized over 3 36 month period based on 
historical redemption patterns ofeach brand's gift cards, Gift cand breakage ts included in at sales inthe 
‘Consolidated Statements of some. 


Daring the fourth quarter of 2005, the Company recognized $80 milion in pretax income related wo the intial 
‘recognition of gif card breakage at Eapess and Bath & Body Works. The Company will ecogaize giftcard 
‘breakage at Victoria's Secret and Limited Stores whem adequate historical dta exists. 


ITEM 7A. QUANTITATIVI 


Market Risk 


Management believes the Companys exposure to ineret rate foreign currency and market isk associate with 
Financial instruments (such as investments and borrowings) s ot material. 


AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK, 


Fale Value of Financial Instruments 


‘The carying value of cash equivalents, accounts eceivable, accounts payable and acrued expenses 
approximates fae value because oftheir short maturity. The fair value of Yong-term debi estimated based on 
‘the quoted market prices fo the same oe similar issues. The etimate fair value of the Companys longterm 
debt at January 28,2006 and January 29, 2005 was $1.6 billion and SI.7 billion compared 10 the carrying value 
‘of 1.7 billion and $1.6 bili, respectively. 


‘Concentration of Credit Risk 


"The Company maintains cash and cash equivalents with various major financial istttions, as wll as comporale 
‘commercial paper. The Company monitors the relative credit standing ofthese Financial institutions and ther 
‘emltes an limits the amount of credit exposure with any one emity. The Company aso monitors the 
creditworthiness ofthe enities to which it grants credit terms in the normal course of busines. 
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‘Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995 


‘The Company cautions that any forward-looking statements (as suc term i define in the Private Securities 
Litigation Reform Act of 1995) contained inthis report or made bythe Company or management ofthe 
‘Company involve risks and uncertainties and ae subject to change hased on various important factors, many of 
which are beyond the Company's control. Accortingly, the Company's fature performance and financial results 
may fer materially from those expressed or implied in any such forward-looking statements. Words such as 
“estimate.” “project.” “plan,” “telieve” “expec,” “anticipate “intend,” “planned.” “potential” and similar 
‘expressions may identify forwant-looking statements. The following factors, among others n ome eases have 
affected and in the future could affect the Company's financial performance and actual results and could cause 
‘etual results to differ materially from those expressed or implied in any forward-looking statements inched in 
‘this report or otherwise made bythe Company or management risks associated with general economic 
conuitions, consumer confidence and consumer spending patterns: the potential impact of national and 
international security concerns onthe fetal environment, inching any posible military action, tors attacks 
‘or other hostilities: sks associated with the seasonality of the Company's business: risks associated with 
‘changes in weather patterns; risks associated with the highly competitive nature ofthe retail indestry generally 
and the segments in which we operate particularly: sks related to consumer acceptance of the Company's 
‘reduc and the Company's ability to keep up with fashion tends, develop new merchandise, lunch new 
‘product tines succesfully, offer product tthe appropriate price points and enhance the Company's brand 
Images risks sociated withthe Company's ability to retain, hire and train key personel and management sks 
associated with the possible inability of the Company's manufacturers to deliver prodicts ina timely manner or 
meet quality standards; risks associated with the Company's eiance on foreign sources of production, including 
‘sks related 1 the disruption of imports by labor disputes sks relate Yo political instability, risks associated 
With egal and regulatory matters, risks related wo duties. taxes, eter charges and quotas on import, risks related 
1 local business practices an political ssves and risks relate to currency and exchange ates: risks associa 
withthe possible lack of availability of suitable store locations on appropriate terms sks associated with 
Iereases in the costs of mailing, paper and printing: risks associated with our ability to service any debt we incur 
rom time to tm, ay well as the requirements the agreement related to such dett impose upon us and risks 
associated with the Company's reliance on information echeology. sclading risk relate othe implementation 
‘of new information tehnology sysems and sks related wo utilizing thie parties to provide information 
technology services sks associated with natural diasters and aks associated with rising energy costs The 
‘Company isnot under any obligation and does nt intend to make publicly available any upeate oer 
‘evsions to any ofthe forwant-ooking statements contained in this report to reflect circumstances existing after 
‘the date ofthis report oto reflect the eccurrence of future events even if experience or future events make 

lear that any expected results expressed or implied by those forward-looking statements will not be realized. 
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‘Management's Report oa Internal Control Over Financial Reporting 

Management i responsible fr establishing and maintaining adequate intemal contol over financial reporting as 
‘defined in Rules 13a-15(f and 5d-15(f) under the Securities Exchange Act of 1934. The Company's internal 
‘cto system is designed to provide reasonable assurance tothe Companys management and Boant of 
Directors regarding the preparation and fair presentation of published financial statements. Because ofits 
Inherent limitations, interna contol over financial reporting may not prevent or detect misstatements. Therefore, 
even those systems determined to be effective ean provide only reasonable assurance with respect to fnancia 
Statement preparation and presentation. Also, projections of any evaluation of effectiveness to future periods are 
subject othe risk that controls may become inadequate because of changes in conditions, or that the degree of 
‘compliance withthe policies or procedures may deteriorate. 


Management assessed te effectiveness ofthe Company's internal contol over financial reporting as of 
January 28, 2006, In making this assessment, management use the criteria established in Inernal Contol- 
Integrated Framework isued by the Commitee of Sponsoring Organizations of the Treadway Commission (the 
C080 criteria), 


‘Based on our assessment and the COSO criteria, management believes that the Company maintained effective 
ternal contro ove Financial reporting 3s of January 28, 2006. 


‘The Company's independent registered poblic accounting firm, Ermst& Young LLP, has ised an altesttion 
‘report on managements assessment ofthe Company's intemal contol over financial reporting. Est & Young 
LLLP's report appears on the following page and expreses unqualified opinions on managements assessment and 
‘on the effectiveness ofthe Company's intemal contol over financial reporting as of January 28,2006, 


as 


Control Over Financial Reporting, that Limited Brands Inc. and subsidiaries maintained effective internal 
control over financial reporting as of January 28, 2006, base on criteria established in Internal Control— 
Inegrated Framework isued by the Committee of Sponsoring Organizations of the Treadway Commission (the 
‘COSO criteria. Limited Brands, Inc.'s management is responsible for maintaining effective iteral control over 
Financial reporting and for its assessment ofthe effectiveness of intemal control over financial eporting. Out 
‘esponsibility is express an opinion on managements assessment and an opinion onthe effectiveness af the 
‘Companys internal control over financial reporting based on our ait. 


‘We conducted our aut in aceoedance withthe standard ofthe Public Company Accounting Oversight Board 
‘United States), Those standards require that we plan and perform the audit to obvain reasonable assurance about 
whether effective intemal contol over financial reporting was maintained in all material respects, Our audit 
Included obtaining an understanding of intemal contol over financial reporting. evaluating management's 
assessment, testing and evaluating the design and operating effectiveness of intemal contol and performing such 
‘ther procedures as we considered necessary in te ercumstances, We beieve that our audi provides 8 
‘reasonable asi for our opinion 


‘A company's internal control over financial reporting 1 a process designed to provide reasonable assurance 
‘regarding the reliability of financial reporting nthe preparation of financial statements for external purposes in 
‘acondance with generally accepted accounting principles. company’s intemal control over financial reporting 
Includes those policies and procedures that (1) pertain othe maintenance of records tha, in reasonable tall, 
‘aceuraely and fairly reflect the transactions and dispositions of the assets ofthe company: (2) provide feasonable 
‘ssurance that transactions ae recorded as necessary to peemit preparation of financial saements in accordance 
With generally accep accounting peiciples, an that reeips and eupenitures of the company ae being made 
‘only in accordance with authorizations of management and directors ofthe company: and (3) provide reasonable 
"assurance reganng prevention or timely detection of unauthorized acquisition, use, or disposition ofthe 
‘company’s assets that could have a material effect onthe financial statements 


Because of ity interet limitations, internal contol over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness o future periods re subject tothe risk that 
«controls may become inadequate because of changes in conditions thatthe degree of compliance with the 
policies oe procedures may deteriorate 


{nour opinion, managements assessment that Limited Brands, Inc. maintained effective internal con over 
Financial reporting as of January 28, 2006, i at state, in all material respect, hased onthe COSO criteria, 
Also, in out opinion, Listed Brands, lc. maintained, nal material espocs, effective internal coin 
Financial reporting as of January 28, 206, based on the COSO criteria, 


‘We also have audited, in accordance with the standards ofthe Public Company Accounting Oversight Board 
(United States), the Consolidated Balance Sheets of Limited Brands, Inc.and subsidiaries as of January 28,2006 
‘and January 29,2005, and the related Consolidated Statements of Income, Shareholders’ Equity, and Cash Flows 
for each ofthe three years inthe period ended January 28,2006 of Limited Brands, lnc, and subsidiaries, and our 
‘report date! March 23, 2006 expressed! an unqualified opinion thereon, 


‘Ernst & Young LLP 


[Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements 


‘To the Board of Directors and Shareholders of 
Limited Brands, tne: 


‘We have audited the accompanying Consolidated Balance Sheets of Limited Brands, Inc. and subsidiaries as of 
January 28, 2006 and January 29.2005, and the related Consolidated Statements of Income, Shareholder’ 
Equity, and Cash Flows foreach of the thee yeas inthe period ended January 28, 2006, These financial 
‘statements are the responsibility ofthe Company's management, Ou responsibility is wo express an pinion on 
‘these financial statements hased on ode audits 


‘We conducted our audits in acondance with the standards ofthe Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to bain reasonable assurance about 
‘whether the financial statements are fce of material misstatement. An audit includes examining, on atest basis, 
evidence supporting the amounts and disclosures in the financial statements. An adit also inches assessing the 
accounting principles used and significant estimates made by management, a well a evaluating the overall 
Financial statement presentation, We believe tht ou adits provide a reasonable hasis or our opinion, 


{In our opinion the financial statements referred to above present arly, i all material respects, the consolidated 
financial position of Limited Brands, Ie. and subsidiaries at January 28, 2006 and January 29, 2008, andthe 
‘consolidated results oftheir operations and their cashflows foreach of the thre year in the perio ended 
January 28, 2006, in conformity with US. generally accepted accounting principles. 


Asiscussed in Note 210 the consolidate financial statements, the Company changed its method of accounting 
for inventories in 2008, 


We also have autem accordance with the standards ofthe Public Company Accounting Oversight Board 
‘United States), the effectiveness of Limited Brands, les interna contol over financial reporting a of 
January 28, 2006, based on criteria established in Internal Control — Integrated Framework issued by the 
‘Commitee of Sponsoring Organizations ofthe Treadway Commission and our report dated March 23,2006 
‘expressed an unqualified opinion thereon. 


‘sd Brant & Young LLP 


Columbus, Ohio 
Mareh 23, 2006 
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‘The accompanying Notes are am integral part of these Consolidated Financial Statements. 
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(CONSOLIDATED BALANCE SHEETS 
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‘ae ume caer inang es ot 
Other assets 
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‘The accompanying Notes are an integral part ofthese Consoidated Financia Statements, 


‘CONSOLIDATED STATEMENTS OF CASH FLOWS 
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‘The accompanying Notes are an integral part ofthese Consoidated Financial Statements. 
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[NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Description of Business and Summary of Significant Accounting Policies 
Description of Business 

Limited Brands, Inc (the "Company”) sls women's intimate apparel, personal care and beauty prot, and 
women's and men’s appurel und various ade names through is specialty retail stores (primarily mall based) 
and det response channels (catalogue and e-commerce) 


Principles of Consolidation 


"The Consolidated Financial Statements include the accounts ofthe Company and its subsidiaries. Al significant 
Itercompany balances and wansactions have bees eliminated in consolidation 


Investments in unconsolidated entities over which the Company exercises significant fluence but docs nt have 
‘contro are accounted for using the equity metho. The Company”s share ofthe net income o loss of 
‘unconsolidated entities from which the Company purchases merchandise or merchandise components is included 
Im eos of goods sold. The Company's share ofthe net income or loss of all other unconsolidated entities is 
imluded i other income (os. 


iseal Year 
"The Company's fiscal yea ends on the Saturday closest wo January 31. Fiscal yeas ate designated i the 
‘Comvlidated Financial Statements and Notes by the calendar year in which the fiscal year commences. The 
‘ells for fscal years 2005, 2004 and 2003 represent the fifty-two week periods ended January 28, 

2006, Janwary 29, 2008 and Baowary 31,2004, 


Cash and Cash Equivalents 
‘Cash and cash equivalents ince cash hand, demand deposits wit Financial intvtions and highly iui 
Investments with original maturities of less than 90 days. Accouots payable includes $184 milion and 142 
nillion of oustanding checks at January 28, 2006 and January 29.2005, respectively 


Inventories 


Inventories are principally valued atthe lower of cost as determined by the weighted-average cos method, or 
marke. Prior to 2005, inventories were principally valued a the lower of cost as determined by the weighted 
average retail inventory method, or market (sce Note 2). 


Store Supplies 


‘The inital shipment of selling-eated supplies (primarily hangers. signage and security tags) i capitalized atthe 
‘store opening date. Subsequent shipments are expensed, excep for new merchandise presentation programs, 
‘which ae eapitalized. Store supplies are adjusted a appropriate fr changes in actual quantities or cons Store 
‘supplies ane inetd in other current assets in the accompanying Consolidated Balance Sheets. 


Direct Response Advertsing 
‘The Company capitalizes the direct costs of producing and distributing is catalogues and amorizes the coms 
‘over the expected future revenve sream, which is generally three months from the date catalogues are mailed 
Capitalized direct response advertising costs of $34 million at January 28,2006 and $33 milion at January 9, 
2005 are included in other curentasets in the accompanying Consolidated Balance Sheets. All ther advertising 
‘costs are expensed at the time the promotion fist appear in media orn the store. Catalogue and advertising 
‘costs amounted to $517 million in 2005, $492 milion in 2004 and S471 milion in 2003, 
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Property and Equipment 


Depreciation of property and equipment is computed on a straight-line basis, using the following sevice lives: 


Software 3-7 years 
Store related acts» 3-10years 

‘Leasehold improvements... ‘Shorter of lease term oF 10 years 
ows meted lng ds nperement cies 10> 1S years 

ther popery wed epiment -..-.-- cocks years 

Buildings ass 30 years 


When a decision has been made to dispose of property and equipment prior tothe end ofthe previously estimated 
‘seful ife, depreciation estimates are revised to reflect the use of the aset over te shortened estimated useful 
Iie. The cost of assets sold or retina and the related accumulated depreciation are removed from the accounts 
With any resulting gain o loss included in net income. Maintenance and repairs are charged to expense a 
Incurted. Major renewals and betterments that extend service lives are capitalized, 


Property and equipment are reviewed for impairment whenever events or changes in circumstances indicate that 
‘the carrying amount of he asset may not he recoverable. If the undiscountd fare cash flows from the property 
‘and equipment ar less than the carrying value, the Company recognizes a loss equal to the difference between 
‘the carrying valve and the fae Value, usually determined though discounted cashflows analysis. Factors sed i 
‘the valuation of property and equipment inclade, but are no limited o, managements plans fr fue 
‘operations, brand intatives, recent operating results and projected cashflows. 


Goodwill and Intangible Asets 


‘The Company has certain intangible asses esting from business acquisitions that are recone a com. 
Intangible assets subject to amortization are amortized primarily ona straight-line basis over ther respective 
‘estimated useful ives, ranging from 4 to 15 years, and are reviewed for impairment whenever events or changes 
in circumstances indicate thatthe carrying amount ofthe asset may ot be recoverable. License aprocments ae 
roti base onthe sll-throuph ofthe eelated products, over the ste of the term ofthe license agreement 
‘or the estate useful life ofthe ase, ot wo exceed 10 yeas tangible assets no subject to amortization are 
‘reviewed for impairment atleast annually by comparing the carrying valve 1 the fir value. 


Govdil representing the excess ofthe purchase price over the fair value ofthe net assets acquired, snot 
subject pric amortization. Goodwill is reviewed for impairment at least annually and may be reviewed 
more frequently if certain evens occur o circumstances change. Goodwill reviewed for impairment by 
‘comparing each reporting unit's carrying value to its aie value. 


Factors used in the valuation of intangible assets aod goodwill inclu, but are not Kite to, management's 
‘plans fo future operations, brand initiatives, recent operating results and projected cash flows, 


{Leases and Leasehold Improvements 
During 2004, the Company in consultation with is independent auditors, concladd that its previous accounting 
practices related tothe accountng for straight-line rent and the depreciation and amortization of leasehold 
Improvements and certain landond allowances were nt cut. Acconingy in the fourth quarter of 218, the 
‘Company recorded a one-time pretax charge of $61 million. which is included in cos of goods sold, buying and 
‘occupancy in the Consolidated Statement of Income. to reflect the corestions moe flly described belo. 


s 


Historically, the Company recognized straight-line ren expense for leases heginning onthe eater ofthe store 
‘opening date or lease commencement dae, resulting inthe exclusion of the store build-out period ("Rent 
Holiday) from the period over whic it amortized is rent expense. In the fourth quarter of 2008, the Company 
adjusted its straight-line ren accrual forall applicable leases to reflect the recognition of rent expense over a 
‘period that includes dhe Rent Holiday period, resulting in curative addtional reat expense of $31 milion, 


{Im aukition, the Company had previously depreciated leasehold improvements over apetod of up to 10 years, 
Which primarily due to store remoxcling ativiy, resulted in certain leasehold improvements being deprecated 
‘over a period beyond the conractual lease term. Inthe fourth quater of 2004, the Company adjusted the net book 
‘value of its easchold improvements to reflect useful ives equal the lesser ofthe estimated useful lives ofthe 
assets, o the contractual term of the lease, resolting in cumulative ational depreciation expense of $39 
nillion, In ition, the Company had previously ametied! certain landlord allowances beyond the contract 
lease term, The Company adjusted these landlon! allowances wo reflect amortization ove the contractual term of 
‘the Kase resulting in a cumulative reduction in rem expense of $9 milion 


“The Company evaluate the impact ofthese revised accounting practices from a quantitative and qualitative 
perspective. From a quantitative perspective, had the revised accounting practices been applied retroactively. 
‘eporied pretax income from continsing operations would have increased by $7 millon and SI million in 2008 
‘and 2003. Aditionlly, these corrections do not impact the Company's historical or future cash flows or the 
timing of lease related payments. From a qualitative perspective, the retmactive application of these revised 
secountng practices would not have had a significant impact on earings treads nividal segancat resus, 
‘arming expectations o debt covenants or other contractual requirements, Based on this evaluation the 
‘Company concluded thats restatement of prior prio results was mot require as the impact ofthese corestons 
‘wats not material othe Company's historical results or cash lows 


Income Taxes 
"The Company accounts for income tanes using the asset and ibility meta. Under this metho, deferred tax 
assets and Hable are recognized based on the difference between the financial statement carrying amounts of 
‘ising assets and abilities and their respective tax bases. Deferred ta assets and liabilities are measured using 
‘enacted tax rates i effect nthe yeas when those temporary differences are expected to revere. The effect on 
deferred taxes of a change in ax rates is recopnired in income in the period that includes the enactment date 


Self Insurance 
‘The Company is slfsnsured for medical. workers compensation, genera ibility and automobile benefits up 10 
certain stop-los limits. Such costs are accrued based on known claims and an estimate of incured but Hot 
‘reported ("IBNR") claims, IBNR claims are estimated using historical claim information and actuarial estimates, 


Minority Interest 
{in January 2005, the Company and an investment partner acyuired a personal care prvicts business, Net asets 
‘ofthe acquired company consisted primarily of $23 million of intangible assets subject to ametization and $40 
‘milion of goodwill Based on the contractual rights and obligations of the Company andthe investment partner, 
‘the Company is required to consolidate the acquired company in accordance with Financial Accounting 
‘Standards Board Interpretation No. 46R. “Consolidation of Variable Interest Entities.” The investment partner's 
‘quit interest in the acquired company has heen reflected as minority interest i the Consolidated Balance 
‘Sheets and will be increased or decreased hased on future earings, capital contributions and distributions. 


Revenue Recoition 
‘The Company recognizes sles upon customer receipt ofthe merchandise. which for catalogue and e-commerce 
‘revenues reflects an estimate of shipments that have not yet been received by the customer based on shipping 
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‘terms and estimated delivery times. Shipping and handling revenves are included in et sales and the related 
‘costs are include in costs of goods sok, buying and occupancy. The Company also provides a reserve for 
‘projected merchandise returns hased on prot experience. 


‘The Company's brands sel git cards with no expiration dates The Company recognizes income from gift cards 
‘when they are redeemed by the customer. In addition, the Company recognizes income on unredeemed gift cards 
when it can determine thatthe likelihood ofthe gift cand being redeemed is remote and that there is no legal 
‘obligation to remit the unredeemed gift cards wo relevant jurisdictions (giftcard breakage). The Company 
‘etermines the gif cand breakage rte based on historical redemption pattems. During the fourth quarter of 208, 
‘the Company secumlaed enough historical data wo determine the gilt can breakage rate at both Express and 
Bash & Body Works. Once the breakage rate is determined, itis recognized over 3 36 month period based on 
historical redemption patterns ofeach brand's it card. Gift cand breakage is incladed in net sales inthe 
‘Consolidated Statements of Income. 


‘During the fourth quarter of 2005, the Company recognized $80 milion in pretax income related to the initial 
‘recognition of gif card breakage at Express and Bath & Body Works. The Company will recognize gif card 
‘breakage at Victoria's Secret und Limited Stores when adequate historical data exist, 


‘Costs of Goods Sold, Hhuying and Occupancy 

Costs of goods sl includes merchandise costs, net of discounts and allowances. freight and inventory 
‘Shrinkage, Buying and occupancy expenses primarily incl payroll, benefit costs and operating expenses for 
‘the Company's buying departments and distribution network, ren, common area maintenance, real eae tes, 
‘lies, maintenance, catalogue amortization ank depreciation forthe Company's sores, warehouse fclities 
and equipment. 


General, Administrative and Store Operating Expenses 


General adiinistative and stove operating expenses primarily include payroll and benefit costs fr the 
‘Company's Moreslling and adminstaive departments (including corporate functions). advertising and other 
‘operating expenses nat specifically categorized ehewhere sm the Convolidated Statements of Income, 


Gains on Sale of lavestes’ Stock 


During the second quarter of 2008, the Company sold its remaining ownership ineret in Galyan’s Trading 
‘Company. ie: (“Galyan’s") for $68 milion resulting ina preta gai of $18 million. Prior to the sale of 
Galyan’s share, the Company accounted for its investment sing the equity method, 


‘During the Fist quarter of 203. the Company sold approximately one-half ofits ownership interest in Alinnce 
Data Systems Corporation (“ADS”) for $131 millioo resulting in a pretax gain of $80 million. During the think 
ure of 203, he Company sold is remaining own nee ADS fe $193 min reign peak 
{in of $128 milion, Pride wo these sales of ADS shares, the Company accounted for its investment 

equity method. 


Earnings Per Share 


Earnings per basic share fs computed based on the weighte-average numberof outstanding common shares, 
Earnings per diluted share includes the weighted-average effect of dilate options and restricted stock on the 
Weighted-average shares outstanding, 
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‘Shares utilized forthe calculation of basic and uted earnings per shar forthe years ending January 28, 
2006, January 29, 2005 and January 31,2004 were 3s follows: 


sem 2s me am 
Common shares sued a su su. su 
(2h 64 8) 


‘Treasury shares 
Basic shares... 
Effect of dltive options and restricted sock 
Diluted shares 


ceeeeesteseeee MB AO S19 


la 
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‘The computation of earnings pe diluted share excludes options purchase approximately 6 million, 1 milion 
nd 17 millon shares of common stock in 2008, 2004 and 2003, because the options” exercise prices were 
‘greater than the average market pice ofthe common shares during the year and, according. the impoct of such 
‘options would have been antiiltive. 


Stock-fased Compensation 
‘The Company recognizes compensation expense associated with stock-hased awards under the recognition and 
measurement principles of Aecounting Principles Board Opinion No. 25, "Accounting for Stock Issued 10 
Employees" ("APD No, 25°, and related ierpretations. Under APB No. 25, because the exercise price ofthe 
‘Company's employee stock options is generally equ to the market price ofthe underlying sock on the date of 
grant, io compensation expense is generally recognized, Statement of Financial Accounting Standands No, 123, 
“Accounting for Stock-Based Compensation” ("SPAS No. 123"), established an alternative metho of expense 
‘recognition for stok-based compensation awards based om fir values. 


"The following table illustrates the effect om net income and earnings per share if the Company hud applied the 
fair vale recognition provisions of SFAS No, 123: 


 Baema Nt Ie a arnings Wr Share 


‘Mitioge surge share amos mis 2004 300s 
Net income, as reported =. Seas St0s $717 
‘Ada: tock compensation cost recorded under APB No. 25, net of tax ae | 
Deduct: stock compensation cos calculated under SEAS No, 123,netoftax . _ (29) _ (33) 
Pro forma net income... ccscesseesses S661 S677 SVL 
Eamings pe share: 

Basic, as reported 

Basic, pro forma 

Diluted, as reported 

Diluted, proforma... ‘ 


‘The stock compensation cont recorded by the Company primarily relates ta restricted stock expense and 
‘compensation expense resulting from the exchange ofboth vested and wnvesed Intimate Brands, I. (“IB”) 
‘stock awards in connection with the recombination of IB and the Company (see Note 5). Stock compensation 
‘expense related w the IBI recombination was recognized in aesordance with Emerging Issues Task Force 00-23, 
“Issues Related to the Accounting for Stock Compensation under APB Opinion No. 28 and FASB Interpretation 
No. 44" (*EITE No. 0023"). 


‘The weightaverage per share fair value of options granted by the Company ($74, $6.25 and $4.08 for 2005, 
2004 and 2003, respectively) was used to calculate the proforma compensation expense under SFAS No, 123. 
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‘The fair value was estimated using the Black-Scholes option pricing mode! with the following assumptions for 
2005, 2004 and 2008, respectively: dividend yells of 2.7%, 26% and 32%: volatility of 39%, 44% and 44%: 
‘skfree inerest rates of 45, 3% and 2%; and expect lives of 5.1 years, 5.3 years and 5.2 year. 


Recently Issued Accounting Pronouncements 
{mn December 2004, the Financial Accounting Standards Boar ised SFAS No, 123R, “Share-ased Payment” 
(°SFAS No, 1238"), which replaces SPAS No. 123 and supersedes APB Opinion No. 25, SFAS No. 123K 
‘equies al share-based payments to employees, inclading grants of employee stock options, to be measured at 
‘hit fir values atthe date of grant and recognized a expense over the service period, which is generally the 
‘esting perio. In April 2005, the SEC announced that t would delay the required implementation of SEAS. 
No, 123R, from the first interim period beginning after June 15. 2005, othe first fiseal year beginning after 
une 15, 2008. Accordingly, the Company will adopt SFAS No. 123R in the frst quarter of 2006 using the 
“modified prospective” method in which compensation cos is recognized for all awards granted subsequent 10 
the effective date ofthis statement as wel as for the unvested portion of awards outstanding as ofthe effect 
date (which i January 29, 2006). 


Atthough it wil have no impact on the Companys oveal financial poston, dhe impact to pretax earings of 
adopting SFAS No, 123R is estimated w be $30 to $37 million in 2006, Had the Company adopted SFAS 

No, 123R in a prior period, the impact would approximate the impoct of SFAS No. 123 as described in the 
disclosure of pro forma net income and earnings per share in the preceding discussion, SPAS No. 123R also 
‘requires tax deductions in excess of recognized compensation cost Yo he repored asa financing cash flow, rather 
‘than san operating cash Mow, in the Consolidated Statements of Cash Flows. Excess tax dedictions for future 
peris cannot be accurately estimated a this time, as they depend onthe timing of stock option exercises and 
‘the Company's share peice an the exercise date. Eacess tat deductions forthe years ended January 28, 

2006, January 29, 2008 and January 31,2004 have een separately clasiied as “tx benefit on the exercise of 
om qualified stock options" in the Consolidated Statements of Cash Flows. 


{in February 2006, the Financial Accounting Stands Board issued Statement No. 158," Accounting for Certain 
Hybrid Financia Instruments—an amendment of PASB Statements No. 133 and 140" (°SFAS No, 155°), which 
iminates the exemption fom applying Statement 13 to interests in securitzed financial asets and allows 
lection of afar value measurement at acquisition, a issuance, or when a previously recognized financial 
Instrument is subject toa emeasuremient event, oo an instrument-b-insrument bass. in cases in which a 
derivative woukd otherwise have to be Bifurcated. SFAS No, 155 i effective forall Financial instruments 
‘acqined or ised after the bepinning ofan enitys first fiscal year that begins after September 15,2006, The 
option of SEAS No. 15S snot expected to have a material impact onthe Company’s financial postion, results 
‘of operations or cash flows. 


Use of Estimates in the Preparation of Financial Statements 

‘The preparation of financial statements in conformity with generally accepted accounting principles requires 
‘management make estimates and assumptions that affect the reported amount of assets and lables a the 
date ofthe Financial statements and the reported amounts of revenues and expenses during the reporting period, 
‘as well asthe related disclosure of cootingent asses and abilities tthe date of the financial statements. Because 
‘tual ests may differ from those estimates, the Company revises its estimates and assumptions as new 
Information becomes available. 

Rectassifications 

(Certain prio year amounts have been reclassified to conform tothe current year presentation. 
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2. Change in Accounting Principle 
During the fourth quarter of 2005, the Company changed is invemtory valuation method. Previously, inventories 
Were principally value at the lower of cost or market, on a weighted-average cos basis, using the retail method. 
‘Commencing in 2005, inventories are principally valued atthe lower of cost or market, ona Weighted-average 
‘ost bass, using the cost method. The Company believes the cost metho i preferable as compared othe retail 
method because i wll increase the organizational focus onthe actual margin realized on each sale. Additionally, 
itis consistent with the practices of many oer retailers as well as the Companys personal care and beauty 
competitors. 


‘The cunmiative effet ofthis change was $17 milion, net of tac of $11 million. This change was recognized as 
an inerease to net income inthe Consolidated Statement of Income as ofthe beginning of the firs quarter of 
2005. In ation tothe $17 milion cumulative impact recognized as of the beginning ofthe frst quarcr, the 
effect ofthe change during 2005 was vo dccrease net income by $4 million, or 80.01 per iuted share, 2005 
‘quarterly financial statements have been restated to reflect the adoption ofthis change as ofthe begining of 
2005 (see Note 16), Reported results For perio prior to fiscal 205 have not been restated 


‘The fiscal 2004 pro forma Consolidated Statement of Income is presented below as adjusted forthe effect of the 
‘eiroactive application ofthe cost metho, det of related tes, as ifthe new mod had be in effect fr that 
cemte fsa year 


Net sles. : : 
Cons of pods ol buying and acopancy 

Gro fe sense enennsesenns 
CGencaladinistraive and sore operating expen. 

Operating income. 07a) 
Inert and ther income, net ae 
Income before income aes mea) 
rows or acome tates wt 
Netincome ..s-cesevssseeseenees Ts) 
et income per si hare ee - Sa 
Net income pe led share sp 


“The pro forma impact ofthis change on the Consolidated Statement of lncome for Fiscal 2003 is not determinable 
‘necause the information necessary t determine the weighled-average cont using the cost method a of the 
‘begining ofthat year is no longer available. 


A. Sale of New York & Company 
‘On November 27, 2002 the Company sold one of ts Apparel businesses. New York & Company to an investor 
_group le by the business unit's President and Chief Executive Officer and affiliates of Bear Stearns Merchant 
Banking. Under the terms of the agreement. the Company received $79 million in cash, a $75 million 10% 
subordinated note de November 2009 (he “New York & Company Note”) and warant fr approximately 13% 
‘of the common equity ofthe new company (the “New York & Company Warrants"), $26 million discount was 
recorded on the New York & Company Note, which was being accreted to income over the term ofthe note. 


During 2003, the Company ecsived approximately $38 milion in ational cash consideration based on New 
‘York & Company's net working capital at closing. 
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Dring the Fist quarter of 2004, the Company recognized a $45 million gain resulting from New York & 
‘Companys early repayment ofthe New York & Company Note and purchase of the New York & Company 
‘Warrants. The note and warrants had a carying value, inclading accrued interes, of $60 million. 


In conection with the agreement to prepay the note and porchase the warrants, as amended on August $, 2004, 
New York & Company agreed to make an additional payment o Limited Brands if) New York & Company 
‘completed an inital public offering pursuant wo aregisration statement filed on or before December 31,2004 oF 
was sold pursuant to an agreement entered into oo or before December 31,2004 and (i the implied equity value 
‘of New York & Company based upon one of the above transactions exceeded $157 milion Daring the third 
‘quarter of 2004, New York & Company completed an initial pubic offering and the Company received the 
agreed upon payment of $45 milion, at which time the Company recognized a $45 million pretax, Non-operating 
‘ain 


‘The Company will continue to provide certain comporate services to New York & Company under service 
agreements which expie t various dates through 2007. 


4. Property and Equipment, Net 
Property and equipment, net at January 28,2006 and January 29, 2008 were as follows 
amen 
Land 
Buildings and improvements 

Furniture, fixtures and equipment 
[Leaseolds and improvements 
‘Construction in progress 

‘Tout adansancs 
Accurate deprecation ad amortization 


Property ad equipment, net 


'. Goodil, Trade Names and Other tangible Assets, Net 
In 2002, the Company completed a tax-free tender offer and merger, which resulted in the acquisition ofthe 1B 
minority terest. The aequlsition resulted inthe recombination of I and Limited Brands. Goodwill of $6) 
rillion related vo Vitoria’s Secret and S621 milion related to Bath & Body Works primarily resuled from the 
acquisition ofthe IBF minority imtees 


‘An additional $46 milion of gol was recoded 2s result of the Company's acquisitions of personal care 
‘reduc businesses in 2004 and 2005. I addition, she Company adjusted goodwill in 2005 related othe 
Finalization ofthe purchase price ofthe 2004 acquisition. 


Gross camrying amount ....-.2-..22-cesssecseeescessesneeseencenetnesusessensetes Sa) S85 
Accumulated amortization... sieere SI as) Gay 
Intangible assets, net pepiesissessvests ipanesoesienssenderssrmatianss 400" Sal 


‘Amortization expense was SH million in 2005, $8 millon in 2004 and S$ million in 2003, Estimated future 
annual amortization expense will be approximately $10 million in 2006, 8 million in 2007, $3 milion in 2008, 
‘$2 million in 2009, 2 million in 2010 and $11 malin thereafter. 


(6. Leased Facilities, Commitments and Contingencies 
Annual store rent consists ofa fixed miimom amount and/or contingent rent based ona percentage of sales 
‘exceeding stipulate amount, 


Rent expense fr the years ended January 28, 2006, January 29, 2005 and January 31,2004 was. ay follows: 


Contingent... 
‘Total store rent. 
Equipment and other 
Gross entexpense 

‘Sublease rea income... . : 3 
‘Total rent expense : 


4 2004, fixed minimum store ent expense includes a $22 million pretax non-cash charge to correct the 
‘Company's accounting for leases (ee Note 1). For leases that contain predetermined fied exclations ofthe 
‘minimum rentals andr tent abatemcats subsequent to taking possession ofthe leased property, the Company 
‘recognizes the related ret eapense ona straight-line bass and yecords the difference between the recognized 
‘ental eypense and amounts payable under the leases as deferred lease eres, which are inched n ther longs 
‘erm Habis, This ibility amounted 10 $94 million and 89S million at January 28, 2006 and January 29,2008, 
respectively, 


Landlord allowances received upon entering into certain store leases are recone asa longterm defered redit 
‘and are amortized ona straight-line basis a a rection to reat expense over the lease term. The unamortized 
‘portion of landlord allowances i nchade in other longer lsh and amouried wo $170 million and $160 
rillion at January 28,2006 and January 29, 2008, respectively. 


[At January 28,2006, the Company was commited 9 aoocancelable leases with remaining terms generally from 
‘one to en years. A substantial portion of these commitments consists of store leases generally with initial tert 
‘of ten years. Store lease terms generally require ational payments cuvering tates, common afea costs and 
«certain other expenses. The obligations for these adsitional payments are excluded from the table that follows. 


“The Company's minimum rent commitments under noncancelableleaes areas flows: 


$s 50 

coe 46 
Co ap 
“MT 
339 

1.095 


At January 28, 2006, the Company's future sublease income under noncancelable subleases was $43 million, 
‘which included $10 million of reat commitments related to disposed businesses under master lease arrangements, 
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In connection with the disposition of certain businesses the Company has remaining guarantes of 
approximately $266 milion related to lease payments of Abercrombie & Fitch, Too nc. (formerly Limited Too), 
Dick's Sporting Goods (formerly Galyn’s), Lane Bryant and New York & Company under the current terms of 
‘noncancelable leases expiring a various dates through 2015. These guarantces include minimam ret and 
additonal payments covering taxes, common area costs and certain other expenses and telate wo leases that 
‘commenced prior to the disposition ofthe basineses. In certain instances, the Company's guarantee may remain 
im effect if the term ofa lease is extended. The Company believes the likelihood of material lables being 
‘wiggered under these guarantees, with respect to existing and extended leases, is remote 


‘The Company has land and other investments i Easton, 1,300 acre planned community in Columbus, Ohio that 
imegrates office, hotel, retail, residential und recreational space. These investments, a cox, totaled S68 milli 
January 28, 2006 and $57 million at January 29,2005 and are recanted in Other Assets onthe Consolidated 
Balance Sheets. 


Included inthe Company's Easton investments i an equity interest in Easton Town Center, LLC ("ETC"), an 
‘ity that owns and has developed a comer entertainment and shopping center, The Company"s investment 
in ETC was $10 million at January 24,2006 and $14 million at January 29, 2008, which the Company accounts 
for using the equity method. The Company has a majority Financial interest in ETC. but another member tha is 
‘unaffiliated withthe Company is the managing member. Cenain significant decisions regarding ETC require the 
‘consent of the unaffiliated members im ation to the Company, 


‘Total assets of ETC were approximately $244 millon as of Sanuary 28, 2006 and $238 million as of January 29, 
2005. ETC’s principal funding source is $290 milion secured bank lan, of which $221 million was 
‘outstanding at January 28, 2006. The loan is payable in full on May 31,2010, withthe option of two 12-momth 
‘extensions if certain requirements are met 


‘The Company is subject to various claims and contingencies related to lawsuits tates, insurance, regulatory and 
‘ther matters arising out of the normal course of business. Management telives that the wlimate habit atsing 
from such claims and contingencies if an, is wot likely to have a material adverse effect onthe Company" 
‘esl of operations, financial condition or cash ows. 


Daring the fourth quarter of 2005, the Company received $8.5 million from a favorable titgation settlement with 
‘respect to merchant fees previously paid to Visa and MasterCard. The setlement was recognized in 2005 as a 
‘reduction to general, administrative and sore operating expenses. 


7. Acerued Expenses and Other 

Acerue expenses another at Jansary 28, 2006 and January 29, 2005 were as follows: 
amen, 

Deferred revene Z 
‘Compensation payroll ates and benefits 
“Taves, oer tha income... 
Returns reserve 

Tasurance - scat 
Rent 02 adategteaseneees 
Interest. 

Current portion 


Income Tases 


“The components ofthe Company's peovision for income tates For the years ended January 28, 206, January 29, 
200S and January 31.2004 were as Follows: 


rn a nome ase Mita mas _ap04 008 


‘Currently payable 
Federal 


TOR wnivesecieazses saudi j “06, 
Benefit on reparation of foreign earnings . 7) 
Provision for income taxes mds aeaastah BS He 


‘The foreign component of pretax income. arising principally from overseas sourcing operations, was $56 milion 
Jn 2008, $46 milion in 2004 and $34 million in 2008 


‘The reconciliation between the statutory feral iacome tan rate and the effective tax rate for the years ended 
January 28, 2006, January 29, 2008 and January 31,2004 was. as follows: 


= mm 
350% 350% 350% 
42% 35% 
(rey aay 

8S 36H% INS 
Benefit of repatriation of foreign earnings at reduced rate ; as) — = 
Effective tas ate a 304% MON INS 


‘The Company's effective tax rate has historically reflected and contins to reflect a provision related 1 the 
wnistributed earings of foreign affiliates. The Company has recorded a deferred tax silty fr those amounts, 
‘tthe taxes are not paid until the earnings are deemed repatriated to the United Sats, 


‘The timing of when earings are repatriated has been a mater of dispute with the Internal Revenue Service 
(IRS"), The IRS assessed the Company fortes and interest forthe yeary 1992 102002 on the basis that 
portion ofthe foreign earnings had heen repatriated. la September 1999, the United States Tax Court sustained 
‘the position ofthe IRS with respect to the 1992 year In connection with an appeal of the Tax Court judgment, in 
1999 the Company made a $112 milion payment of tes and interest forthe years 1992 1 1998, 


| March 2002, the U.S. Court of Appeals forthe Sixth Citeit ruled in favor of the Company, reversing the 
‘previous Tax Court judgment relating to the 1992 year. This rling also applied to years 1993 and 1994, Fr the 
1995 wo 2002 years, the Company and the IRS negotiated a stlement that determined that a portion of the 
Forcign eanings had been repatriated. This settlement was approved in December 2005, resulting in atx refund 
‘of $63 milion, which was recorded as an increase to deferred ta ibis, and an interest refund of $40 milion, 
‘which i reflected in interest income and accounts receivable i the Company's 2005 financial statements. 


(On October 22,2004, the American Jobs Creation Act the “Act”) was passed, providing fora special onetime 
deduction of 85% of certain foreign earnings that are repatriated wo the United States provided cenin criteria are 
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met, inching the implementation ofa qualifying reinvestment plan. In January 2006, the Company approved a 
qualifying reinvestment plan and repatriated $395 million of wntaed foreign earings pursuant to the provisions 
fof the Act This repatriation resulted in a one-time tax benefit of $77 million ia the fourth quarter of 2008, 


‘The effect of temporary differences that give rise to defered income tates at January 28, 2006 and January 29, 
2005 was as Fallows: 
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‘As of January 28, 2006, the Company had available fr state income tax purposes net operating Hoss 
‘arryforwants which expire if used. i the years 2006 tough 2025. The Company has determined that 
more likely than no that substantially all ofthe state net operating hss carryforwards will not be realized and, 
cordingly valuation allowance has ben provided forthe defer tat asset. 


Income taxes payable included net current deferred ax Wabiites of $39 million at January 28, 2006 and $74 
nillion t January 29, 2005, Income tax payments were $298 million in 2005, S38S milion in 2004 and $352 
rilion in 2003, 


9, Long-term Debt 
‘The Company's fong-term debt balance at January 28, 2006 and January 29, 2005 was as follows: 
‘toa 

{6.125% Notes due December 2012, fess unamontized discount 
‘695%, Debentures de March 2033, ess unamortized discount 
‘525% Notes due November 2014, ess unamortized discount 
‘Term loan ethos 

Credit fuity due unwary 2010 
‘Total debt. aries 
‘Current portion of long-term debe =o 
‘Total fong-term debt snenene - 


In January 2006, Mast Industries (Far Est) Limite, a wholly owned subsidiary of Limited Brands, Ine. entered 
imo $60 million unsecured revolving credit facility. The credit facility is available for general corporate 

including the funding of dividends to Limited Brands, ln. The maturity date ofthis credit facility is 
January 2010. Annual fees payable under the facility are .0S% on the oustanding principal amounts, which 
{totaled $30 million as of January 28, 2006. The Company will repay the drawings onthe eneit facility in ebght 
‘equal semi-annual istlliments, with the first installment of $4 milion to be reps a June 20 
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In October 200, the Company ised $500 milion of 5.25% notes due November 2014 utilizing a shell 
‘egstraton statement. The Company also borrowed $500 million under aterm loan agreement (the “Term 
Loan”) that became effective in November 2008. The proceeds of these borrowings were used to panaly finance 
‘the Company's 52 billion tender offer and $500 million special dividend during the fourth quarter of 2004. 


‘The principal amount outstanding under the Term Loan is duc in quarterly installments of $25 million from 
“March 2007 to December 2008 and $75 million from March 2009 to December 2009, On March 22,2006, the 
‘Company amended the Term Loan Agreement (sce Note 15) 


{In conjunction withthe competion ofthe 82 bili tender offer, the Company replaced is exiting unsecured 
‘evolving credit facility with 3 new 81 billion unsccured evolving credit facility (he “Facility”. The Facility is 
available vo support the Company's commercial poper and letter of credit programs, which may be wsed from 
time time to fad working capital and other general corporate requirements. Bortowings oustanding wnder the 
Facility if any, are de in November 2009, There were no borrowings outstanding as of January 28, 2006 and 
January 29, 2008. Fees payable under the Facility are hased onthe Company's long-term credit ratings and are 
‘currently 0.15% ofthe committed amount per year.On March 22,2006, the Company amended the Facility 
‘Agreement (see Note 15). 


"The Facility and the Term Loun have several intrest rate options, which are based in parton the Company's 
longterm eredit ratings The interest rate on the Term Loun was 5.33% at January 28,2006, These agreements 
als require the Company to maiiain certain specified fixed charge and debt-to-earnings ratios and prohibit 
‘certain types of lens on property or assets. The Company was in compliance with the covenant requirements as 
‘of January 28, 2006, 


Principal payments due on fong-tnn debt in the next five fiscal years an the remaining yeas thereafler areas 
follows: 


206... 
2007 


2010 
“Thereafter 


‘Cash pid for ierest was $96 million in 2005, $46 ili in 2004 and $59 milion in 2003 


10, Shareholders’ Equity 


Under the authority ofthe Company’s Bou of Ditectors, the Company repurchased shares ofits common stock 
‘under the following repurchase programs during the fiscal years ending January 28, 2006, January 29, 2005 and, 
Tanuary 31, 20045 


‘Stare Repareine 
Atmnet Authrind —_ od) a serae Sich Picea 

rogram Qutration ate Tiemtons = Sees _3oot_—_Soar ‘Shares Reprehe 

November 205 fa) -.-2-.0esses.005 $20 697 s2267 

‘Aust 2008 fi S00 Lent 3 

May 2005 cours teryaniee S100 4476 

February 2005 : S100 4308 

‘October 2008 (>) $2,000) A965 

August 2004 dieiterapiee $280 6 

May 2004 200 a s 10 3.182 

February 2008 (6) <2... ‘$1,000 S063 

Fanary 2008 ooo ecco S180 9941 

‘Total Shares Repurchased 17376 125436 9941 


(a) The repurchase program authorized in November 2008 inch $67.1 million remaining under the August 
2005 program. This program was completed in February 2006. 

(6) The repurchase program authorized in October 2004 superseded the August 2004 program. Repurchases 
‘were made under a mexiied Dutch Auction tender offer. Upon completion ofthis tender ofr, the Hoard 
Directors declared $500 million special dividend, or $1.28 per share, which was paid in January 2005, 

6) Repurchases authorized in February 2008 were made under a modified Dutch Auction tender oe. 


‘$10 milion of share repurchases under the November 20 program were reflected in accounts payable at 
January 28, 2006, based on ther settlement in February 2006 


11. Stock-based Compensation 
Under the Company's sock pln, approximately 100 millon options and restricted shares have been wuorized 
wre granted to associates. Approximately 24 milion options and restricted shares were available for grant 
‘January 28, 2006, Options have a maximum term of 10 yeas and generally vest oer periods from four to six 
years, 


Prior to the acquisition ofthe TBI minority interes in 2002, associates were granted restricted shares and options 
‘under separate Limited Brands and IBI stock plans. As a result of the recombination, the IBI stock plan Was 
amended wo reflect the conversion of IBI stock options and restricted stock to Limited Brands sock awards with 
‘substantially similar terms. For the years ended January 28,2006, January 29,2006 and January 31,200, the 
‘Company recognized $1 milion, $2 million and'$11 milion, respectively, of prtat, non-cash compensation 
‘expense related to these unvested awards 


{ln conection with the $500 million special dividend in 2004, the Company adjusted borh the exerise price and 
‘the numberof stock-based avvards oustanding as ofthe record date ofthe special dividend, As a result of thi 
aajustment, both the agregate intrinsic value andthe ratio ofthe exercise price to the market price were 
approximately equal immediately befor and after the dividend record date. As a result, no compensation 
‘expense was rcopnized for this adjstmcet 
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"The Company's stock option activity for 2005, 2008 anu 2003 was as follows: 


ce Trost shar amen) 
2003 

‘Outstanding at beginning of year 
Granted 

Exercised 

Canceled 

Ovistanding at end of year 

Options exercisable at end of year 
2004 

uit a bexing of year 
Granted... % 
Exercised 

Canceled 

‘Adjustment for special dividend 
Outstanding at end of year 

Options exercisable at end of year 
2008 

tad epi of yar 
Grane 7 

Exercised 

Canceled absaecdssTocivsanctay ‘ 
‘Outstanding at end of year... 7 ; 
Options exercisable at end of year 


sire 
2380 
138s 
1759 
S1647 
$1435 


Approximately $4,000, 595,000 and 86,000 restricted Limited Brands shares were granted in 2005, 204 and 
2003 with market values at date of grant of $12 million in 2005, 2008 and 2003. Resricod shares generally vest 
‘over a period of three to sx years. As of January 28,2006, 1.6 millon restricted shares were unvested, 


12, Retirement Benefits 
“The Company sponsors a defined contribution retirement plan and a supplemental retirement plan. 


56 


Participation in the defined contribution plan i availble to all associates who have completed 1,000 or more 
‘hours of service with the Company during a 12-month period and who have attained the age of 21. This plan is a 
‘qualified plan and the Company contributes amounts hased on a percentage ofthe associates eligible annual 

compensation. The Company's contribution yess hased on the associates’ year of service. The plan als permits 
associates to contribute amounts to individual accounts upto the maximum amount allowable under the Internal 
Revenue Code. The Company matches associate contributions hase on a predctermined formula and this match 
immediately vests, Toa expense recognized related to this plan was $44 millon in 2005, $44 millon in 2008 

‘and 42 milion in 2003, 


Panicipation in the supplemental retirement plan is subject 1 service, jo level and compensation requirements. 
‘This plan is an unfunded, non-qualified plan and the Company contributes amounts based ona percentage of the 
associate” eligible compensation. This plan permits highly compensated associate to defer a portion oftheir 
‘salaries beyond the Intemal Revenue Code limits forthe defined contribution plan. The Company matches 
associate contributions according to a predetermined formula, up 1 a maximum amount. Associates may elect to 
‘defor additional, unmatched portions of ther salaries subject o liutations, Associate accounts ae credited with 
interest using arate determined annually based o0 an evaluation of the 10-year and 30-year borrowing fates 
available to the Company. Associate coatributions and the related interest ves immediately. Company 
‘contributions and the related interest are subject to vesting based on the associates’ years of service, Unmatched 
associate contributions and the related interest can be distibted frm the plan at any time dough an in-service 
Withdrawal The remaining vested balance can only be paid upon termination of employment in ether a hump 
‘um or in equal annual installments vera 10-year period. The annual activity for this plan and the Company's 
yearend liability, which is included in other long-term lilies, was as follows: 
tion 205 oe 
Balance at begining of year asta fs aa suas. S137 
Contributions: 

‘Assosiate 

Company 
Interest 
Distributions 
Forfeitues : Soaereses . sentences, 402 
ance a end of year S103. Sis 


‘Total expense recognized relate to tis plan was $20 milion in 2005, $23 milion in 2004 and $22 milion in 
2008. 


13, Fale Value of Financial Instruments and Concentration of Credit Kish 
air Value of Financial fastruments 


‘The carying value of eash equivalents accounts receivable, accounts payable and accrued expenses 
“approximates fae vale heats oftheir hot maturity, Th fait vale of long-term debt is estimated based on 
‘the quoted market prices for the sme or similar issues. The exited fair value of the Companys longterm 

‘debi at January 28,2006 and January 29, 2005 was S16 billion and S17 billion compared to the carrying value 
‘of 1.7 billion and S16 illa, respectively. 


‘Concentration of Credit Risk 


“The Company maintains cash and equivalents with various major fiancial institutions, as well as corporate 
‘eommercil paper. The Company manitors the relative credit tanding ofthese Financial institutions and other 
lites and limits the amount of credit exposure with any ooe entity. The Company also monitors the 
creditworthiness ofthe entities to which it grants credit terms in the normal course of busines. 


a 


14, Segment Information 
‘The Company has three reportable segments: Victoria's Secret, Bath & Body Works and Apparel. 


“The Victorias Secret segment derives its revenues from sales of women’s intimate and other apparel personal 
are and beauty products, and accesories marketed primarily under the Victoria's Secret brand name. Victoria's 
‘Seeet merchandise is sold throogh retail stores and dite response channels (catalogue and e-commerce). The 
Bath & Body Works segment derives its revenues from the sal of personal care, beauty and home fragrance 
products marketed under the Bath & Body Works, C.O. Bigelow and White Barn Candle Company brand names 
as well as from sales of third-party brands sold through retail stores as wel as its newly launched e-commerce 
site, hathandbodyworks.com. The Apparel segment derives its revenues from sales of women’s and men's 
‘apparel through Express and Limited Stores. 


‘The Company's sepment information as of and forthe years ended January 28,2006, January 20,2005 and 
January 31,2004 was as follows 


Vigra ath & Hay 
‘Sere 


ition ‘Wra” Apparel tera) Total 
2005 

HYAIES «ooo sesecsens SHAM S22K5 52.839 $627 $9,600 
Depreciation and amonization etetercanrteee ” 09 
Operating income (1089). esse. e-0 $86 408 96 
‘Total asses. iain ST 138 6346 
Capital expenditures 168 0 ‘80 
2004 

Net sales... e 4232 SIG $2490 $517 $9408 
Depreciation and amortization pas ar) nn ee ees 
‘Operating income (Ions) 7 4016 RR) 1.027 
‘Total assets... 2140 NANT 1,796 6089 
Capital expenditures 192 oS 0a 
2003 

UME oe oseesenee i 7 S3SI7 S934 $2007 $ aN S898 
Depreciation and amortization <2... ae 3 Cr re) 
Operating income (loss) aeseegs 788d) 908 
‘Tal assets... ai 2018 1404645793 TARO 
Capital expenditures 108 3 2 S8 288 


(a) Includes Corporate (inching non-core real estate, equity investments and other administrative functions 
such as weasury and tax), Mas (an apparel importer which isa significant supplier of merchandise for 
‘Victoria's Secret, Expres and Limited Stores) and Henri Bendel. 


15, Subsequent Events 
(On March 22,2006, the Company amended the Facility and Term Loan agreements. Asa result of the 
amendments, the term of the Facility and Term Lean was extended Yo March 2011 the repayment schedule of the 
“Term Loan was changed toa single repayment in March 2011 and the fes payable under the Facility, which are 
‘hase on the Company's long-term creit ratings, were reduced from 0,155 t0 0.10% ofthe commited amount 
er year 


{in February 2006, the Board of Directors ofthe Company authorized the repurchase of an additional $100 
nillion of the Company's common stock. Through March 17, 2006, 05 million shares have been repurchased 
‘under this program for $129 million at an average price of $23.63 per share which includes broker commissions 
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16, Quarterly Financial Data (Unavdited) 


During the fourth quate of 2005, the Company elected to change its inventory valuation method from the retail 
inventory method othe Weighted-average cost method, retroactive w the begining of 2005 (See Note 2). The 
following tables summarize quarterly unauited financial data for 2005 and 2004, The 2005 information has been 
restated o reflect the impact ofthis change in accounting principle, retroactive the beginning of fiscal 2005, In 
the opinion of management, this summarized quarterly Financial data reflect all adjustments (which ae of & 
‘normal recurring nature) necessary fora fair statement ofthe results forthe interim periods 
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Net income (loss) per basi vhare (a 
come (loss) before cumulative 
effet of change in accounting 


Principle $006 $016 $028 $0.20 $1003) $000 S 137 S 130 
Cumulative eect of change in 
accounting principle a a es 
Net income (as) per basic 
hare k 006 020 028020 003) 000 371.20 


income (loss) pe diated share (a 
Income (loss) before cumulative 
effet of change in esounting 


winciple =... $0.06 $016 $027 $020 S(O) $000 $134 $ 128 
(Curative effect of change i 
accounting principle - mf = = = = = = 
Net income (los) per dilated 
Shake cos 006 020 027 0.20 OH 000 M128 


(a) Duc to changes instock prices during the year and timing of issuances and repurchases of shares, the 
‘cumulative total of quarterly net income (los) per share amounts may not equal the net income pe share for 
the yea 

(b)_Ineludes the effect ofthe following tems: 

@)- $30 milion related o recognition of income related to unredeemed gift carts 

(id) favorable onetime tax benefit of $77 million related to the repatriation of foreign earings under the 
‘provisions ofthe American Jobs Creation Act and pretax intrest income of $40 million related toa tax 
settlement, 


“The following quarterly financial data fr fiscal 2004 has ot en restate to reflect the impact ofthe change 
from the retail method tothe cost method. The proforma impact of this change onthe quarterly financial data for 
2004 isnot determinable because the information necessary 4 determine the cost of inventories using the 
‘Weighted-average cost method is no longer available 
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{@)- Duc to changes in stock prices during the year and timing of fsuances and repurchases of shares the 
‘cumulative total of quarterly net income per share amounts may not equal the net income per share for the 
year, 

(b)_Inctades $45 milion pretax, non-operating gain resting from te erty collection of a long-term note 
receivable and the sale of New York & Company warrant hel bythe Company. 

(6) Includes an $18 millon pretax, non-operating gain resulting fom the sale ofthe Company's remaining 
‘ownership interest in Galyan's 

()_Toclades $45 milion pretax, non-operating gain resulting from the initia public offering of New York & 
Company, 

©) tnclides 2 $61 milion pretax non-cash charge to correct the Company's accountng for straight-line rent 
nd the deprecation and amortization of feaschold improvements and certain landlon! allowances, 


ITEM 9, CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE. 


{Information regarding changes in accountant js set forth under the caption "INDEPENDENT REGISTERED 
PUBLIC ACCOUNTANTS” in the Company's proxy statement 0 be filed on o about April 14,2006 for the 
‘Annual Meeting of Shareholders to be held May 22,2006 (the “Proxy Statement) and i incorporated herein by 
reference, 


‘There were no disagreements with accountants accounting aod financial disclosure 


ITEM 94. CONTROLS AND PROCEDURES. 
Evuluition of dislosure controls an procedures. The Company's Chief Exccutve Officer and Chief Financial 
(Office, after evaluating the effectiveness ofthe Company's “disclosure conti and procedures” (as defined in 
‘Securities Exchange Act of 193 Rules 132-15(e) and 1S4-15%e)) as ofthe end of the period covered by this 
‘report (the “Evaluation Date", have concluded that as of the Evaluation Date, the Company's disclosure controls 
and procedures were adequate and effective and designed to ensure that material information relating tothe 
‘Company and its consolidated subsidiaries would he made Known to them by ethers within those entities, 


Managements Report on Internal Control Over Financial Reporting, Management's Repor on Internal Control 
‘Over Financial Reporting a of January 28, 20 and the related Repor of Independent Registered Public 
‘Accounting Fim on Internal Control Over Financial Reporting ae set forth in Hem 8. Financial Statements and 
Supplementary Data. 


(Changes in internal control over financial reporting. la August 2008, Victoria's Secret Stores and the majority 
‘af the Companys corporate functions implemented a new general ledger system asthe fist phase ina 
cenlerpvie-wide systems implementation. Additionally. the Company isin the process of migrating all accounting 
‘transaction processing functions w a shared service organization. The Company believes that the system and 


‘process changes will enhance ineral control over financial reporting. There were no other changes in the 
‘Company's internal control over fisancal reporting that occured inthe last isa quarier that have materially 
fete, or are reasonably likely to materially affct, the Company's iternal conto over Financial reporting. 


ITEM 9B, OTHER INFORMATION. 
Not applicable. 
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PART MI 


ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 


Information regarding directors of the Company i et forth under the captions “ELECTION OF DIRECTORS — 
Nominees and directors"."—Director independence”. “Information concering the Board of Directors”. 
“—Commices of the Board of Director”. "Communications withthe Boar”, "—Adlendance at Annual 
“Meetings”, "Code of ethics". "Copies of the Company's code of ethics, comporate governance principles and 
‘committee charters” and "—Sceurity ownership of directors and managernent” inthe Proy Statement and is 
incorporated herein by reference. information regarding compliance with Section 64a) ofthe Securities 
Exchange Act of 1934, as amend is set forth under the caption “EXECUTIVE COMPENSATION—Section 
(a) beneficial ownership reporting compliance” in the Proxy Statement and is incorporated herein by reference 
Information regarding executive officers et forth herein under the caption “SUPPLEMENTAL ITEM, 
EXECUTIVE OFFICERS OF THE REGISTRANT” in Part I 


ITEM 11, EXECUTIVE COMPENSATION. 
Information regarding executive compensation is set forth under the caption “EXECUTIVE COMPENSATION" 


inthe Proxy Statement and is incorporated herein by reference, Such incorporation by reference shall Wot be 
‘deemed 10 specifically incorporate by reference the information referred w in Kem 402(a\.8) of Regulation S-K. 


ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS. 

Information regarding the security ownership of certain henefcial owners and management i et forth under the 
«captions "ELECTION OF DIRECTORS —Security ownership of directors and management” in the Proxy 
‘Statement and "SHARE OWNERSHIP OF PRINCIPAL STOCKHOLDERS" inthe Proxy Statement and is 
Incorporated herein by reference 


Information regarding equity compensation plans approved and aot approved by security ors i set forth 
‘under the captions “EXECUTIVE COMPENSATION-—Stock options" inthe tble eatited “Equity 
‘Compensation Pan Information” the Proxy Statement and is sncorporated borin by reference 


ITEM 13, CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 


Information regarding certain rclationships and related transactions i set forth under the caption “ELECTION 
(OF DIRECTORS —Nominces and diretor<” and "Certain relationship an elated transactions" in the Proxy 
‘Statement and is imenepoate herein by reference. 


ITEM 14, PRINCIPAL ACCOUNTING FEES AND SERVICES. 


Information reganting principal accounting fees and services is set forth under the captions “INDEPENDENT 
REGISTERED PUBLIC ACCOUNTANTS—Aust fees", "Aut related fees", "Tax fes", "All other 
fees" and “Pre-approval policies and procedures” in the Proxy Statement and is incorporated herein by 


reference 
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ITEM 15, EXHIBITS, FINANCIAL STATEMENT SCHEDULES 


o 
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Consolidated Financial Statements 
‘The following consolidate financial statements of Limited Brands lc. and Subsidiaries are Med a6 
‘ar of this port under Hem 8. Financial Statcments and Supplementary Data: 
“Management's Report on Internal Control Over Financial Reporting 
Repo of Independent Registered Public Accounting Fim on Internal Contr Over Financial 
Reporting 
Report of Independent Registered Public Accounting Firm on Consolidated Financial 
Statements 


‘Consolidated Statement of Income forthe Years Ende January 28, 2006, January 29, 2008 
and January 31,2008 

‘Consolidated Balance Sheets as of January 28, 2006 and January 29,2005 

‘Consolidated Statements of Shareholders’ Equity fr the Years Ended January 28,2006, 
January 29, 2008 aod January 31, 2008 

‘Consolidated Statements of Cash Flows forthe Years Ended January 28, 2006, Janary 29, 
2005 and January 31, 2004 

[Notes to Consolidated Financial Statements 


Financial Statement Schedules 


‘Schedules have been omited because they are nol roguted or are not applicable or because the 
Information required to be set forth therein ethers not material or is incladed in he financial 
Matements or notes thereto. 


List of Exhibits 


3. Articles of incorporation and Bylaws. 


3.1 Cemtificate of Incorporation of the Company, dated March 8, 1982 incorporated by reference 
tw Exhibit 3.110 the Company's Annual Report on Form 10-K forthe ical year ended 
ebeuary 3,200 

32 Cemificate of Amendment of Cenifiate of Incorporation. dated May 19, 1986 incorporated by 
reference o Exhibit 3.2 to the Company's Annual Report on Form 10-K forthe fiscal year 
‘ended February 3, 2001 

33° Certificate of Amendment of Cerificate of Incorporation, dated May 19, 1987 incorporated by 
reference to Exhibit 3.3 1 the Company's Annual Report on Form 10-K forthe fiscal year 
ceded February 3, 2001 

34 Certificate of Amendment of Cenifiate of corporation dated May 31, 2001 incorporated by 
reference to Exhibit 3.1 0 the Company's Quarterly Report on Form 10-0 forthe quarter 
‘ended May 5, 2001, 

35° Amended and Restated Bylaws of the Company incorporated by reference to Exhibit 310 the 
‘Company's Quarterly Report on Form 10-Q forthe quarter ended May 3, 2003, 

4. Instruments Defining the Rights of Security Holders. 
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4.1 Conformed copy of the Indenture dated 3s of March 15,1988 hetween the Company and The 
‘Bank of New York, incorporated by reference to Exhibit 4.1 to the Company's Registration 
Statement on For S-3 (File no, 333-108488) dated May 22,2003. 

42 Propose form of Debt Warrant Agreement for Warrants attached to Debt Securities, with 
proposed form of Debt Warrant Certificate incorporated by reference to Exhibit 4.2 tothe 
‘Company's Registration Statement on Form S-3 (Fle no, 33-5366) orginally filed with the 
Securities and Exchange Commission (the “Commission” on October 16, 1992, as amended 
boy Amendment No. | thereto, filed with the Commission on February 23, 1993 (the “1993, 
Form $3") 


43 Propose form of Debt Warrant Agreement for Warrants nt attached to Debt Securities, With 
proposed form of Debt Warrant Certificate incorporated by reference to Exhibit 4.3 tothe 
1993 Form 5-3, 


4A Indenture dated as of February 19, 2003 between the Company and The Bank of New York. 
Incorporated by reference t Exhibit 4 Yo the Company's Repstration Statement on Form Sa 
(Fle no, 333104633) dated Apel 18,2003. 


AS Five-Year Revolving Cralit Agreement, date as of October 6, 2004, among Limited Brands, 
In. the Lenders party thereto, JPMorgan Chase Bank, as Administrative Agent, and Bank of 
‘America, NA. and Cnicorp Now America, lnc. as Co-Synication Agents incorporated by 
reference to Exhibit 12064) tothe Schedule TO filed by the Company withthe Commission 
‘on October 7, 2008, 


46 Term Loan Credit Agreement, dated a of October 6, 2004, among Limited Brands Ine. the 
Lenders party tenet, JPMorgan Chase Bank, as Administrative Agent, and Bank of America, 
'N.A.and Citicorp Non America Ie, as Co-Synaication Agents, incorporated by reference 
to Exhibit 12(bMi tothe Seheale TO filed by the Company withthe Commission on 
‘October 7, 2004, 


47 Amendmeot and Restatement Agreement with respect tothe Five-Year Revalving Credit 
‘Agreement, dated as of October 6, 2004, among Limited Brands, Inc. the Lenders party 
thereto, JPMorgan Chase Bank, as Administrative Agent and Bank of America, NA. and 
Chicorp North America, In. s Co-Syndication Agents, incorporated by reference to Exhibit 
124hxi) to the Schedule TO file bythe Company with the Commission on October 7.2004, 

48 Amendment and Restatement Agreement with respect tothe Term Loan Credit Agreement, 
‘dated as of October 6.2004, among Limited Brands, Inc. the Lenders party thereto, 
JPMorgan Chase Bank, as Administrative Agen, and Bank of America, N.A. and Citicorp 
North America, Inc. as Co-Synication Agents, incorporated by reference to Exhibit 12(0Ki) 
to the Schedule TO filed bythe Company with the Commission on October 7.2004, 

10, Material Contracts. 


10.1 Officers’ Benefits Plan incorporated by reference to Exhibit 10.4 to the Company's Annual 
Report om Form 10-K for the fiscal year ended January 28,1989 the "1988 Form 10-K").* 

102 ‘The Limited Supplemental Retirement and Deferred Compensation Plan incorporated by 
reference to Exhibit 10.3 wo the Coenpany’s Anoual Report on Fora 10-K for the fiscal year 
‘ended February 3,2001.* 

10.3 Form of Indemnification Agreement hetween the Company and the directors and executive 
‘officers ofthe Company incorporated by reference to Exhibit 104 vo the 1998 Form 10-K.* 

104 Supplemental schedule of directors and executive officers who are partes wo an 


Indemnification Agreement incorporated by reference to Exhibit 105 othe 1998 Form, 
1K" 


ot 


wos 


106 


109 


10,10 


10.12 


10.18 


10.14 


10.16 


10.17 


10.19 


“The 1993 Stock Option and Performance Incentive Plan ofthe Company. incorporated by 
reference to Exhibit tothe Company's Registration Statement on Form S-8 

(File No, 3349871)" 

“The 1993 Stock Option and Performance Incentive Plan (1996 Restatement of the Company, 
incorporated by reference w Exhibit 4 othe Company's Registration Statement on Form S-8 
(File No, 333-08981)" 


Intimate Brands, Inc. 1995 Stock Option and Performance Inceive Plan incorporated by 
reference tothe Intimate Brands, In. Proxy Statement dated April 14, 1997 
(Fle No. 1-13814)." 


‘The 1997 Restatement of Limited Brands Inc. (formerly The Limited, Inc.) 1993 Stock 
‘Option and Performance Incentive Plan incorporated by reference to Exhibit B wo the 
‘Company's Pray Statement dated Apel 14, 1997,* 

Limited Brands Ic. (formerly The Limited, Ie.) 1996 Stock Plan for Non- Associate 
Directors incorporated by reference to Exhibit 10.2 the Companys Quarterly Report on 
Form 1040 forthe quater endet November 2, 1996.* 

Limited Brands, Ine. (formerly The Limited, Ine. Incentive Compensation Performance Pan 
Incorporated by reference to Exhibit Ato the Company's Pry Statement date! April 14, 
won” 

Agreement dated as of May 3, 19 among Limited Brands ne. formerly The Limited Ie.) 
Leslie H. Wexner and the Wexner Chiren's Trust, incorporate by reference o Exhibit 9 
(6) [10 the Company's Schedule I3E-4 dated May 4, 1999. 


“The 1998 Restatement of Limited Brands nc. formerly The Limited, Inc.) 1993 Stock 
(Option ani Performance tacentive Plan incorporated by reference to Exhibit A tothe 
‘Company's Proxy Statement dated April 20, 1998," 

“The 2002 Restatement of Limited Brands, ne. formerly The Limited, Ie.) 1993 Stock 
‘Option and Performance Incentive Pan, incorporated by reference 0 Exhibit 10.23 10 the 
‘Company's Annual Report on Form 10K forthe fiscal year ended Febuary 1, 2003," 
Employment Agreement hy and between Limited Brands, Inc. and Leonard A. Schlesinger 
dated a of July 31,2003, incorporated by reference to Exhibit 10 to the Company's Quarterly 
Report on Form 10-0 forthe quarter ended August 2, 2003." 

Limited Brands, nc. Stock Award and Deferred Compensation Plan for Non-Associate 
Directors incorporated by reference to Exhibit 4.1 tothe Company's Registration Statement 
‘on Form 8-8 (File no, 333-1 10865) dated November 13, 2003." 

Limited Brands, Inc. 1993 Stock Option and Performance Incentive Plan (2003 Restatement) 
Incorporated by reference wo Exhibit 4.21 the Company's Registration Statement on 

Foran $8 (File wo, 333-1 10865) dated November 13,2003." 


Employment Agreement by and between Limited Brands, Inc.and V. Ann Hailey dated as of 
January 2, 2004 incorporated by reference to Exhibit (46) to the Company's Tender Offer 
Statement on Schedule TO (File no, O05-33912) dated February 27,2004," 

Limited Brands, Inc. 1993 Stock Optioa and Performance Incentive Plan (2004 Restatement) 
Incorporated by reference to Appendix A tothe Company's Proxy Statement dated Apel 1, 
2008" 

Form of Airraft Time Sharing Agreement between Limited Service Corporation and 
pancipating officers and directors incorporated by reference o Exhibit 10.3 tothe 
‘Company's Form 10-0 dated December 8, 2004." 


6s 


1020 Employment Agreement dated as of January 17, 2008 among Limited Brands, Inc, The 
Limited Service Corporation seal Martyn Redgrave incorporated by reference to Exhibit 10.1 
tw the Company's Form 8-K dated January 19, 2005.* 


10.21 Employment Agreement dated as of January 3,200 among Limited Brands, lnc, The Limited 
‘Service Corporation and Jay Margolis incorporated by reference to Exhibit 10.2 tothe 
‘Company's Form $-K dated January 19, 2005." 


10.22 Amendment o Employment Agreement of V, Ann Hailey dated as of January 2, 2004 
Incorporated by reference w Exhibit 10.1 tothe Company's Form 8K dated March 8, 2008:* 


10.23 Limited Brands, lnc. Stock Option Awand Agreement incorporate by reference to Exhibit 
10.20 the Company's Annual Report on Form 10-K for the fiscal year ended January 29, 
2005 * 

10.24 Form of Amended and Restated Aircraft Time Sharing Agreement between Limited Service 
‘Corporation and participating officers and directors incorporate by reference to Exhibit 10. 
to the Company's Annual Report on Form 10-K for the fiscal year ended January 29,2008." 


10.25 Form of Stock Ownership Guideline incorporated by reference wo Exhibit 10.32 0 the 
‘Company's Anaual Report on Form 10-K for the fiscal year ended January 29,2008,* 


12 Computation of Ratio of Eamings to Fined Charges. 


14 Code of Ethics ~ incorporated by reference to the definitive Proy Statement tobe ied on or 
aout Apa 14, 2006, 


1% Letter fom Est & Young LLP re: Change in accounting principe 
21 Subsidiaries ofthe Repistrun 

23 Consent of Hens & Young LLP 

24 Powers of Atom), 

SLA Section 302 Cenitication of CEO, 

32 Section 302 Centification of CFO, 

32 Section 906 Cenification (by CEO and CFO), 


Tents management contracts or compensatory plans of aramgements 


() Exhibits 
‘The exhibits to this report are itd in section (a3) of Hem 18 above. 


(6) Notapplicable, 
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Pursuant to the requirements of Section 13 of 1S(d) of the Securities Exchange Act of 1934, the registrant has 
duly cause this report tobe signed om it behalf by the undersigned, thereunto duly authorized 


Date: Mareh 31, 2006 
LIMITED BRANDS, INC (registrant) 


By A/_V-Anx Haney 
Ann Hailey, 
Executive Vice President and 
(Chief Financial Officer 


Pursuant to the reqirements ofthe Securities Exchange Act of 134, this rept has ben signed below by the 
Following persons on behalf ofthe epistrant and i the capacities indicated on January 28, 2006: 


- = 
(/_Lasuse H. Wexnen® (Chairman ofthe Board of Ditectors and 
Leslie H. Weanee (Qhief Executive Officer 
‘Bout M. Frsnpaan Director 
Eugene M. Freedman 

Director 
Director 
Idan L Husker Director 
mes L. Heskett 
I51_DoNn A.JaMes? Director 
Donna A. James 
I91_Davio'T. Kourar® Director 
David. Koll 
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Director 


o 


Isf_AUAN R Tessuen® Director 


‘Allan R. Tessler 
(sf_Amican.$. Wexxen® Director 
‘Abigall S, Wexner 

{sf_Rayson Zinsunatan’ Director 
Raymond Zimmerman 


The undersigned, by signing his mame hereto, does hereby sign this report on behalf ofeach ofthe above 
Indieated director of the registrant pursuant to powers of attomcy executed by such dtecors, 


phy A_V. ANN Hany 
V. Ann Hailey 
Atorney-inefac 
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Executive Officers 


Leslie W, Wexner ‘haitman and Chief Executive Officer 
Group President, Ungerie 

Leonard A. Schlesinger Vee Crain and One! Operating Oficer 
Group Pesient, Beauty and Personal Care 

Mariyn R. Redgrave necuve Vice President and Chil Ania OMicer 

Mark Giresi aacave Vice Preiri, Read Operations 

V. Ann Halley Enact Vee President and Onl Financial Oficer 
(through Ap 2006) 

“Tay Margolis ‘Group Present Apparel 

‘Sandra West necutve Vice Preside, Human Resources 
(hough Ape 2006) 


Board of Directors 


iealie W, Wexner > Chatman and Che Eraoatve Offer, ‘ombus, Ovo 
ited Brands, te 

Leonard A. Schlesinger Wee Chaiman and Chel Operating Ofc, ‘okimbus, OW 
United Brands, fe 

V. nn Hailey nace Vee President and Chel Franca Ofc, Columbus, na 
Lite Brands, he. 

Eugene M. Freedman [++ ‘rvestor and Consultant ‘Natick, Massachusetts 

E.Gordon Geo Te Chance, vanderiat Unversity ashi, Tennessee 


‘James L. Heskett Ta¥ Bikar Foundation Protesso, 
Graduate Schoo of Busnes Adminstration, 


Boston, Massachusois 


Harvard University 
Donna A, James Ts President, Srategi Inestmens, Nationide ‘Cotmbus, Oni 
David. Kolat Te “Grama, 22 fe Westerville, O00 
William R. Loomis, Jr. 1 eestor ‘Santa Barbara, California 
“elfrey 8. Swartz |* __Preadent and Ghat Executhe Offew, ‘Statham, New Hampshire 


The Timbetand Company 


Taw 


‘lan. Tessier ‘halman othe Board, Wison, Wyoming 
Epoch bvestment Parnes, Inc. 

‘Abigail. Werner [* __Alomay at Law ‘olumbus, Oo 

Raymond Zimmerman T** _ Chatimar and GEO, 99¢ Sle Boca Raton, Floida 


Company Information 


Headquarters: ted Brands ‘14.415,7000 
‘Tivee Lind Parkway ‘re. LimtedBrands.com 
Columbus, Ohio 42230, 
‘Annual Meeting ‘The Annual Meeting of Saveholders i schedied for 
9,00 AM. Monday, May 22, 2006 
‘Three Lani Parkway Columbus, Otvo 43230 
‘Stock Exchange Listings Tew York Stock Exchange 
‘rating Symbol “LTD” 
Independent Registered Ernst & Young LLP 
Public Accountants, (Columbus, Oto 
‘Overseas Offices Bangalore Camb ‘Guatemala City Ho Chi Minh City 
Wong Keog hata Karmiel Mania 
Mexico City Mian Seoul Shanghat 
Tale 
10-K Report and ‘copy of frm 10-K i avaiable Upon writen request to; 
Information Requests without charge though our Web site Listed Brands 
at wor LiitedBrands.com Anvestor Relations 
Three Limited Parkway 
‘Columbus, Ohio 43230 
‘rer intomation please cai Grats e400 - 
‘Stock Transfer Agent, ‘Bath of New York 
Registrar and Dividend Agent Shareholder Services Department ~ 12E 
PO, Box 11258, Church Street Station, New York, NY. 10286 
866.875.7975 212.815.3700 
Limited Brands Founded 1963 


As of January 28, 2006: 
Number of associates: 110,000 


Appraimate shareholder base: 220,000 


(© 2006 Lites Brands 


“atcnated Monty Sales and Quarter Earnings Dates for 2006; 


Foray Sales st Outer Eas 18/06 
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Hay Sates ‘Wa Doane Earrings 2eaoT 
‘Wine Sales 
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TTva wobcaas ofthe quarterly Ando vals ofboth many sales 
‘earnings conference cals can be and quarterly earings conference 
‘accessed tvough aur Web site, calls can be accessed trough our 
‘wor LimedBrands. com. Web se, war ListedBrands.com, 
(by dang 800.337.6581 
folowed by he conference call 
passcode, LTD (or 583), 


‘ur Che Executive Ofcer and Chit Financial Oficwr have ted the 
‘coriications requ by Section 302 ot the Sarbaes-Osey Act of 2002 

‘wi he Secures and Exchange Commision as exits to our Frm 10-K 
forthe Nisa! year ended January 28, 2006 n actin, out Cet Execute 
(fice eda separate annual cartfieation tothe New York Stock Exchange 
owing our annval shareholders’ meeting on May 16, 2005, 


Design Totera, nc. partneship with Lined Brands, inc Brand and Greate Serces 
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Printing and 10-K ‘A Donnetey 

Wrap Development oe donnie com 
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